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ORGANISED MARKETING IN THE COAL INDUSTRY 


THE year 1928 witnessed the first serious attempt to substitute 
co-operative control for unrestricted competition in the coal- 
mining industry of Great Britain. In South Wales a simple 
price agreement was established which met with the usual fate 
of such agreements operating under similar trade conditions. In 
Scotland an attempt was made to reduce output by the payment 
of a subsidy to those owners who closed their pits or reduced 
output below the level of the previous year. The Scottish scheme 
proved unsatisfactory for the simple reason that the output of 
the remainder of the Scottish industry, being uncontrolled, was 
quickly adjusted to the new conditions. The most important of 
all the schemes is that of the Central Collieries Commercial Associa- 
tion, an organisation formed through the co-operation of eight 
(now nine) district associations in the Midland Counties of 
England. This scheme, which is commonly known as the Five 
Counties Scheme (but covers the coal mines of nine counties), 
combines restriction of output with the payment of a subsidy 
upon exports. It undoubtedly represents the most important 
attempt since the days of the Newcastle Vend to organise the 
industry upon the co-operative principle. It has only been 
partially successful, and its ultimate fate is still uncertain, but 
it has met with sufficient success not only to influence the prob- 
able line of development in other parts of the country but also 
to justify an extension of control. It is now proposed to control 
prices as well as output and to introduce a complex method of 
dealing with unused quotas. In the present article I shall 
endeavour to give a short account of the Five Counties Scheme 
together with the further proposals now under consideration, but 
I shall make no further reference to the Welsh and Scottish 
schemes. Before proceeding with this task it is desirable to 
draw attention to the conditions under which the scheme was 
introduced. 
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There are many classes of coal, and each supplies its own 
market. Since the various classes are partial substitutes the 
demand for each is moderately elastic, and its price moves in 
sympathy with the prices of other classes. I understand that 
the coal obtained in the area lying between Leeds and Sheffield 
is more suitable for gas production than that which is obtained 
farther east, where the mines produce largely for export, but a 
fall in the relative price of the latter in recent years has resulted 
in an increase in demand, at the expense of the former, from 
gas-producing undertakings. Again, the demand from a par- 
ticular geographical area for any class of British coal may be 
highly elastic on account of the competition of supplies from a 
rival coal industry or section of the industry. Thus, for example, 
a comparatively small change in the relative prices of British 
and German coal may cause a substantial change in the demand 
for British coal from the area surrounding the port of Hamburg. 
If, however, we regard coal as a single product the demand 
under normal conditions is highly inelastic. The household 
demand for coal depends upon the weather, and is only slightly 
affected by variations in price. The demand for coal used in 
iron and steel production depends upon the demand for iron and 
steel, which is itself inelastic. Under normal conditions the 
supply of coal is also inelastic; the output from any given mine 
may vary between wide limits, but the variation is determined 
by changes in technical conditions to a far greater extent than 
by minor variations in price. Given an inelastic demand and an 
inelastic supply, it follows that a minor change in demand or supply 
produces a disproportionate effect upon price. A comparatively 
slight fall in demand, for example, produces a substantial reduc- 
tion in the pit-head price of coal. It was this characteristic of 
coal that made the mining industry highly speculative before 
the outbreak of war. The pit-head price quickly reflected the 
relations of demand to supply, but the lack of competition on 
the distributive side of the coal industry prevented the consumer 
from enjoying a proportionate benefit. 

Between 1913 and 1927 the producing capacity of the British 
coal-mining industry increased by more than 10 per cent., while 
the demand for coal fell from approximately 292,000,000 tons to 
256,000,000 tons, that is to say, by more than 10 per cent. The 
outstanding fact with which the industry was faced at the begin- 
ning of last year was that the producing capacity exceeded the 
total demand by at least 20 per cent. The British demand in 
1927 was 7-3 million tons lower than in 1913, but if the demand 




















1929] ORGANISED MARKETING IN THE COAL INDUSTRY 159 


of the steel industry be excluded, the demand for remaining 
purposes was 4-6 million tons above that of the last year of peace. 
The depression in the coal industry was thus partly due to the 
depression in the iron and steel industries. But the major cause 
of the depression of 1927 was to be found in the fall in exports. 
Of the total pre-war production approximately one-third was 
shipped abroad, but in 1927 the amount fell short of that exported 
in 1913 by over 28,000,000 tons. This was not due to a fall in 
foreign consumption ; during the period under consideration world 
output (excluding that of Great Britain) increased by 124,000,000 
tons, of which the continent of Europe (excluding Great Britain) 
was responsible for 58,000,000 tons. Thus the depression in the 
British coal industry was mainly due to the growth of foreign 
competition, and the inevitable fall in the price of coal exported 
to foreign countries reacted upon the pit-head price of coal 
consumed within this country. The twofold problem which faced 
the coal-mining industry was to stimulate the export trade and 
establish a more favourable level of prices for coal consumed in 
the domestic market. 

It is well known that the chief exporting areas are South 
Wales, the North-East Coast and Scotland. The Central Col- 
lieries Commercial Association covers what is known as the Mid- 
land area, including Lancashire, Yorkshire, Notts and Derby- 
shire; its membership covers about 90 per cent. of the under- 
takings of that area and an output of approximately 100,000,000 
tons per annum, that is, considerably more than one-third of the 
total production of the country. But the percentage of the total 
production of the area which is exported is comparatively small ; 
it varies from about 3 to 8 per cent., as compared with over 
50 per cent. for the South Wales coalfield. The problem of the 
association was therefore far less difficult than that which faced 
the coal-owners of other parts of the country, where the trade 
was frequently known as a “‘ fifty-fifty ” trade. 

It has already been stated that the Five Counties Scheme 
consists of two parts, namely, the regulation of output and the 
payment of subsidies upon exports. For the purpose of the first 
part of the scheme two committees were appointed, a basic 
tonnage committee and a quota committee. The chief function 
of the former was to fix annual and monthly basic tonnages for 
each colliery owner in respect of the year ending 3lst December, 
1928, and thereafter to review and, if necessary, adjust such 
basic tonnages. The sum of the individual basic tonnages repre- 
sented the total basic tonnage for the area. The function of the 
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quota committee was to estimate the probable requirements of 
the market and to fix, in respect of each month, the fraction or 
quota (known as quota tonnage) to be produced by each colliery 
owner, the fraction or percentage quota being the same for all 
the members. It was provided that if any coal-owner produced 
less than his quota, the difference or “ unraised shortage ” might 
be carried forward and added, in subsequent months (but not 
beyond 3lst December), to the quotas for such months. More- 
over, two or more coal-owners were permitted to pool their 
quota tonnages, which, provided the total quota tonnage for the 
group was not exceeded, might be redistributed by mutual agree- 
ment. It will presently be shown that this clause gave rise to 
the purchase and sale of unraised shortages. Finally, a penalty 
was imposed upon coal-owners who produced an amount greater 
than the permitted monthly output (plus 1 per cent.), the maxi- 
mum penalty being 3s. per ton upon the excess, while such 
excess was carried forward and deducted from subsequent quota 
tonnages. 

At this stage attention should be drawn to the method 
adopted in fixing the annual and monthly basic tonnages of each 
coal-owner during the experimental period. The crucial sentence 
in this part of the agreement is as follows: “‘ The monthly basic 
tonnage of each colliery of each coal-owner shall be the amount 
of coal which was raised (pit-head weights) at that colliery in 
each of the corresponding months of any one of the fifteen years 
ended 31st December, 1927, the year to be selected by each coal- 
owner for each colliery.” The area covered by the scheme 
includes some of the oldest as well as the newest coal-fields of 
Great Britain; it includes a considerable number of old mines 
with rapidly diminishing outputs as well as new and expanding 
mines, such as those of South Yorkshire and Notts. One of the 
serious practical difficulties confronting the association was to 
construct a scheme which would prove attractive to the owners 
of a great variety of collieries whose interests were by no means 
identical. The clause that has been quoted offered terms which 
clearly favoured the owners of decaying mines and indicates the 
price offered for their support by the owners of newer collieries 
with expanding outputs. Permission to select the best of the 
fifteen years, 1913 to 1927 (inclusive), for the purpose of fixing 
monthly basic tonnages, meant that the owners of old mines 
selected one of the earlier years, while the owners of expanding 
mines selected either 1927 or some other recent year. The 
consequence was that the total basic tonnage for the area was 
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considerably in excess of the effective producing capacity during 
1928; full production for that year was represented by less than 
100 per cent. of the basic tonnage. Nevertheless, a quota which, 
for the area as a whole, might appear to represent an output 
equal to full capacity, actually represented a smaller output; 
a given uniform quota represented an actual curtailment quota 
which varied within wide limits between individual collieries. 

A simple hypothetical case may serve to make the point clear. 
Let us suppose that an area consists of two collieries, A. and B., 
and that the output of A. increased between 1913 and 1927 from 
20 to 50 units, while that of B. fell from 50 to 30 units. For 
the purpose of fixing basic tonnage the owner of A. would natur- 
ally choose the last year and the owner of B. the first year of the 
period, that is to say, each would be given a basic tonnage of 
50, so that the total basic tonnage would be 100 units. But the 
effective capacity in 1927 was 80 units. If, however, the state 
of trade permitted full output, and for that reason the Association 
fixed a basic tonnage of 80 per cent. the owner of A. would only 
be allowed to produce 40 units, while the owner of B. would be 
allowed to produce the same amount. The former would thus 
be faced with a curtailment of 20 per cent. which, if produced, 
he would actually be able to dispose of, while the latter would 
be unable to make use of his full quota: he would possess a 
surplus of “ permitted production ” which he would not be able 
to utilise. Under those circumstances the community would 
suffer from a shortage unless A. purchased B.’s right to the 
“ unraised shortage.” 

This hypothetical case shows broadly what happened until 
the end of last year. When a quota of, say, 65 per cent. was 
fixed, such quota did not represent a total curtailment by 35 
per cent. of the output of the area; it meant in practice that 
some of the newer mines suffered a serious reduction of output 
(and of output which the individual owners could have sold to 
their customers), while some of the older mines with rapidly 
diminishing outputs were permitted to produce even more than 
they had actually been producing before the scheme came into 
operation, and more than they would have been able to dispose 
of in their own individual markets. While the owners of 
some mines were taking on additional workers, the owners of 
others were compelled either to work short time.or to dismiss a 
number of workers employed in the previous year. The incidence 
of the depression was seriously disturbed during the first few 
weeks of the operation of the scheme. The difficulty was partly 
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solved through the purchase of “ unraised shortages” by the 
owners of those mines which were injured by the quota system 
from those owners of older mines whose quotas were in excess of 
requirements. In the hypothetical case already given the owner 
of A., to whom the quota meant a serious curtailment of output, 
purchased the right to produce that part of the quota of B. 
which the owner of the latter could not use. This difficulty was 
not unforeseen, but it was regarded as one of the costs necessary 
to secure the co-operation of coal-owners who might otherwise 
have refused to join the Association and become party to the 
agreement. As time went on, however, and some of those owners 
of modern and developing mines realised the extent to which 
they were suffering under the scheme, it became evident that a 
change in the method of fixing basic tonnage was urgently needed. 
When, at the beginning of this year, the clause already quoted 
ceased to be operative, a new method was established which 
brought the basic tonnage of the individual coal-owner into much 
closer relation to the actual producing capacity of the mines at 
the present time. 

It was recognised, however, that this change would not in 
itself completely solve the difficulty. In the first place, the 
existence of “ unraised shortage”? might be due to failure to 
secure a market at a reasonable price. During the depression 
in the industry individual coal-owners have pursued different 
price policies, the differences being due to factors with which we 
are not here concerned. But the possibility of selling unraised 
shortages became an additional factor and apparently tended, on 
the whole, to strengthen the bargaining power of the individual 
coal-owner, who, rather than sell the whole of his output at a 
lower price, might now prefer to sell a smaller output at a higher 
price and take the risk of being able to sell the unraised shortage 
to other coal-owners. In the second place, the uncertain char- 
acter of seasonal fluctuations in any given year makes it almost 
inevitable that the quota system should produce, from month to 
month, precisely those types of disturbances which appeared on 
a large scale during 1928, when the annual basic tonnage was so 
completely divorced from the producing capacity of that year. 
The monthly basic tonnages vary from month to month according 
to seasonal changes, if any, in the trade of the individual coal- 
owner; but these variations are based upon the experience of 
the past and may not be repeated in any given year. Thus, for 
example, in the hypothetical case already discussed, even if. the 
annual basic tonnages of A. and B. were equitably fixed, the 
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monthly variations in requirements in any given year might be 
totally different from the monthly variations in the basic ton- 
nages. Let us assume the annual basic tonnage of A. to be 120 
units and that of B. to be 84 units. A. supplies locomotive coal 
and B. supplies household coal. In the former case let us assume 
an unvarying monthly basic tonnage of 10 units, and in the 
latter case a varying monthly basic tonnage which, in July, is, 
say, 6 units, so that the total basic tonnage for July is 16 units. 
Let us further assume that in a given year the summer proves to 
be so dry and warm that the demand for household coal is esti- 
mated at, say, 2 units, and that, therefore, the total demand is 
12 units. Under these circumstances a quota of 75 per cent. 
would be fixed and A. would require to reduce his output to 74 
units, thereby producing a scarcity of locomotive coal. B., on 
the other hand, would be permitted to produce 44 units for a 
market requiring 2 units, and would therefore have an unraised 
shortage of 24 units. The latter could either carry forward such 
unraised shortage or, alternatively, sell it to A., who needs the 
power to exceed the quota. For these reasons it will be obvious 
that even when a less unsatisfactory method of fixing basic 
tonnage was established, there remained the need of additional 
quota on the part of some colliery owners and the existence of 
unraised shortages which other colliery owners did not require 
at the moment and could either carry forward to future months 
or, alternatively, sell to those who were prepared to buy. 

These were the main practical difficulties encountered in 1928, 
and we have seen that they were only partly solved when, at the 
beginning of the present year, a new method of fixing basic 
tonnage came into operation. The immediate object of the 
scheme was to raise prices to a more reasonable level. Any 
scheme which is intended to achieve such an object almost 
inevitably creates prejudice in the minds of those likely to be 
affected, but the general level of pit-head prices during the last 
few years has been so low relatively to the prices of other com- 
modities produced and consumed in this country that most 
economists would probably agree that, if it could be attained 
without serious injury to other industries, a rise in the relative 
price was justified. The demand for coal has been so inelastic, 
the differential cost of production (which is the true determinant 
of prices over a short period) is so much below prime cost, the 
difficulty of abandoning a mine or of closing it down for a short 
period is so serious, that competition tends to exceed the limits 
of desirability and to bring prices down to a level which bears 
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no arithmetical relation to the actual reduction in demand. The 
scheme, however, did not result in a rise in the average price of 
coal sold by members of the Association; on the contrary, the 
average price continued to fall. It is probable that the fall was 
checked by the measures adopted by the Association, but the 
price position remained so unsatisfactory that the scheme of 
1928 was regarded even by its strongest advocates as only partially 
successful, and an amendment was accepted as desirable. 

The failure of the quota system to reverse the trend of prices 
was due partly to the competition of other areas, but mainly to 
the policy of the Association. The Association might have 
reduced output to such an extent as to create a real shortage in 
that part of the home market in which it enjoyed a partial 
monopoly, but such a policy would have created a strong feeling 
of resentment and endangered the existence of the Association. 
The requirements of the market (which are a function of price) 
were therefore interpreted liberally and adequate supplies were 
forthcoming. At certain points and periods a shortage actually 
existed, but, taking the market as a whole, it cannot be said 
that the scheme resulted in a real shortage. The provision of 
adequate supplies on a market governed by the psychological 
conditions then prevailing made it practically impossible to secure 
a substantial improvement in prices. Further, the provision in 
the scheme which enabled coal-owners to carry forward unraised 
shortages tended to reduce the effectiveness of monthly variations 
in the quota system. Those coal-owners whose quotas in any 
given month exceeded their requirements frequently carried their 
unraised shortages forward to those months in which they were 
able to dispose of an output greater than that permitted by the 
quota. The existence of unused quotas produced the same effect 
as the existence of disposable stocks, and therefore tended to 
reduce the price below that which the quota in any given month 
would itself have secured. 

Proposals are now under consideration for extending the 
scheme and combating the difficulties which have been encoun- 
tered in the first part of the attempt to improve the financial 
position of theindustry. Before these are described it is necessary 
to give a short account of the second part of the scheme, namely, 
the payment of a subsidy upon exports.! A levy of 3d. per ton 
was imposed upon the total production under the control of the 
Association, and the fund thereby secured was augmented from 


1 In passing it should be noted that production for export as well as pro- 
duction for home consumption was controlled by the quota system. 
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the proceeds of fines imposed upon excess production. From 
this fund a subsidy was paid upon the exports of coal produced 
within the area. The payment of a subsidy necessitated co- 
operation with the coal exporters in order that the latter might 
not intercept the subsidy by continuing to sell in foreign markets 
at the old price. The scheme was placed under the control of 
the “export committee” of the Association, and the export 
committee, the basic tonnage committee and the quota com- 
mittee constitute the three main committees through which the 
Five Counties Scheme has been operated. The following adminis- 
trative machinery has been established for the Humber ports; 
it is also the model upon which subsequent arrangements were 
made for the Mersey and other ports of export. In the first 
place a shipping bureau known as the Humber Coal Export 
Bureau has been formed, consisting of those members of the 
Association who are interested in the export trade. The function 
of the bureau is to look after the interests of exporting collieries, 
to establish, as far as possible, uniform conditions of sale, collect 
statistics relating to the export trade and do all that seems 
desirable to stimulate the growth of such trade. The bureau 
works through a committee consisting of members of the export 
committee appointed by the Association and served by a full- 
time official. The bureau and its committee may, indeed, be 
regarded as a selling syndicate in embryo. Further, a “ port 
committee’ has been established in each port consisting of 
representatives of all the individual coal-owners interested in the 
trade of that port. On the other side stands the Humber Coal 
Exporters’ Association, which represents the exporters, some of 
whom control import houses in other countries and may buy 
coal not only from the Midland area but also from other parts of 
the country or from the Continent. Under an agreement between 
the Shipping Bureau and the Coal Exporters’ Association the 
members of the latter have ceased to be dealers in coal (that is, 
people who buy and re-sell coal at their own risk) and accepted 
a percentage commission upon the sale of coal at agreed prices. 
They have thus virtually become brokers, while the agreement 
secures that the subsidy shall reach those for whom it is intended. 

This part of the scheme appears to have been reasonably 
successful. The shipping of coal for export and for foreign 
bunkers is a highly fluctuating business, and from time to time, 
when a large number of ships appeared for supplies, it proved 
impossible to supply all that they required. On more than one 
occasion ships had to leave the Humber ports for Newcastle and 
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other places in order to secure the necessary coal, and it became 
necessary for the Association to sanction the production of a 
special additional quota for export purposes. The relation of 
exports to the quota system naturally became a subject of dis- 
cussion in the area. There were three alternative methods that 
might be adopted. The first was to exclude exports from the 
quota system and to allow export collieries not only to produce 
their quotas for the home market, but also to produce without 
restriction for sale abroad. The second method was the one 
already employed, namely, that of including export demand as 
part of the total demand and applying the quota system irrespec- 
tive of the destination of the coal produced. The third method 
was a combination of the two, namely, to include the export 
demand in the general demand, to grant a subsidy upon coal 
exported within the limits of the quota, and to permit colliery 
owners to produce without restriction beyond the limits of the 
quota provided that the excess was exported without the aid of 
a subsidy. The third method was the one recently employed by 
the Ruhr Syndicate, and I am not aware that it has been aban- 
doned. It was introduced as a compromise after a protracted 
struggle between those colliery owners who produced coal for 
the syndicate and those firms which had already built up a 
considerable trade in contested areas before the reconstruction 
of the syndicate. The method first adopted by the English 
Association has not been altered nor (so far as I am aware) is 
there any proposal now under consideration which has a direct 
bearing upon that method. Shortages are met by emergency 
measures. The export trade of the area is comparatively small ; 
in 1913 the exports reached approximately 9,000,000 tons, while 
in 1927 they fell as low as 2,500,000 tons excluding foreign bunkers. 
For this reason the problem is not one of the first order of mag- 
nitude. Moreover, for the same reason, a small levy of 3d. per 
ton has enabled the Association to pay a flat-rate subsidy of 4s. 
per ton. Whether the subsidy has been effective in improving 
the export position of the British coal industry is a question 
which cannot easily be answered. It has been urged that some 
of the additional trade of the Midland area has been obtained at 
the expense of other exporting areas, particularly the North-East 
Coast, and that the net addition (if any) to the total value of 
the export trade due to the recapture of part of the market of 
Northern Europe is probably very small. The foreign demand, 
it is said, has not proved sufficiently elastic to compensate for 
the fall in price which the subsidy made possible. These, how- 
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ever, are questions that can only be decided by closer statistical 
investigation than has yet been possible. 

The proposals now under consideration for extending the 
Five Counties Scheme are designed to overcome the difficulties 
revealed by the original scheme as amended by the change in the 
method of fixing basic tonnage. The first difficulty was that 
created by the existence of unraised shortages and the practice 
which arose of buying and selling such shortages. The second 
difficulty was that of securing a reasonable level of prices through 
a simple restriction of output. It is now proposed to meet the 
first difficulty by establishing a system of pooling “ unraised 
shortages ” and the second difficulty by establishing a system of 
price control. These proposals call for separate consideration. 
It may be worth while repeating, at this stage, that the method 
of fixing basic tonnages during the year 1928, though regarded 
as desirable for the purpose of strengthening the Association, was 
otherwise so defective that the actual curtailment_represented by 
a given quota varied between wide limits. The quota for some 
mines was even greater than the effective capacity, while other 
mines had to reduce their output considerably. below the output 
of the previous year; some colliery owners were allowed to 
produce far more than they could sell, while others were able to 
sell far more than they were allowed to produce and, for the 
time being, were distinctly worse off than they would have been 
if the scheme had not been in operation. It was mainly for this 
reason that unraised shortages were bought and sold on a large 
scale. If we compared different districts we should find that 
some districts sold more than they bought, while others bought 
more than they sold, but since every district contains a variety 
of mines, the district turnover does not give a true indication of 
the volume of trade in unraised shortages. At the beginning of 
the present year a new method of fixing basic tonnages came into 
operation which was intended to meet this difficulty. But, for 
reasons already indicated, it was realised that the need for trans- 
ferring unused quotas, though less than before, would remain. 

The proposal which is designed to meet this further difficulty 
provides for the pooling of unused quotas. Two or more coal- 
owners will still be permitted to enter into a pooling arrangement 
and to redistribute quotas among themselves, but they will not 
be permitted to buy or sell unused quotas upon the ‘“ market.” 
If the proposal is adopted, every coal-owner will be empowered 
to sell unused quota (or “ unraised shortage”’) to a pool con- 
trolled by the quota committee, while every coal-owner needing 
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additional quota will be required to purchase what he wants 
from the pool. Under the present scheme a coal-owner is able 
to carry forward the unused quota of any month and to add it 
to his quota in subsequent months within the same year, so that 
in practice he is able to distribute his annual basic tonnage over 
the year in proportions which he finds most suitable. This power 
is now to be withdrawn; in future a coal-owner will only be able 
to carry forward, as “free shortage,”’ 24 per cent. of his quota, 
and will only be able to carry it forward to the next month. 
The free shortage in any month will therefore never exceed 2} 
per cent. of the quota of the previous month. The remainder of 
the unused quota may be sold without reserve to the pool and 
placed in the unreserved section of the pool, which will be the 
absolute property of the Association. Alternatively, part or the 
whole of the unused quota may be placed in the reserved section 
of the pool, and while it is there the coal-owner will retain a lien 
upon it, and in return for the reservation he is paid a lower price 
if and when the reserved quota is transferred to the unreserved 
section of the pool. Thus for every ton placed in the unreserved 
section the owner may be paid, say, two shillings and for every 
ton transferred from the reserved section to the unreserved section 
he will be paid, say, one shilling. If the owner desires to recall 
the reserved quota he may do so; if he does not do so and it is 
transferred within the year to the unreserved section he is then 
paid the lower price. The inducement to place unused quota in 
the unreserved section is evidently expected to be very strong ; 
so long as it remains in the reserved quota, and therefore within 
call, it is likely to produce the same effect as the present practice 
of carrying forward unraised quotas. It should further be added 
that coal-owners desiring to increase their production will be 
required to purchase the additional quota from the pool at a 
price, say, of 2s. 6d. per ton. It will be obvious that if the 
demand for coal remained consistently below the estimate upon 
which the quota was based there would be an accumulation of 
unused quotas or unraised shortages in the hands of the quota 
committee, and that this might cause a severe drain upon the 
funds of the Association. 

At first sight the pooling arrangement appears to introduce 
no new principle, but merely to facilitate the transfer of unraised 
shortages from those who cannot use them to those by whom 
they are needed in order that they may be able to satisfy the 
needs of their customers. But such is not the case. Under the 
present system a colliery owner is allowed to sell part or the 
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whole of his right to produce, that is, his unraised shortage, but 
there is no guarantee that he will be able todo so. He takes the 
risk of the market; just as he has to find a customer for the coal 
that he produces so, too, he has to find a buyer for the right to 
produce coal which he does not wish to exercise. Under the 
scheme which is now proposed he will have a guaranteed market 
and a guaranteed price for his unraised shortage, the price under 
consideration being 2s. per ton, which is presumed to be the 
average overhead cost incurred in producing coal. Thus a new 
principle is introduced which is of the first importance in deter- 
mining the probable policy of a coal-owner in any given circum- 
stances. 

The second proposal is to control prices.1_ Under this pro- 
posal three committees are to be formed, namely, a basic price 
committee, a sales committee, and a price pool committee. The 
first will fix basic prices for the various classes of coal supplied 
by a coal-owner, and the average of the basic prices will con- 
stitute the basic average price for any given mine. The sales 
committee will fix a minimum price (the “ authorised sale price ’’) 
at which the individual member will be allowed to sell his coal 
and will prepare and formulate standard conditions of sale. It 
will work through sub-committees, of which the existing export 
committee will become the sub-committee for the purpose of 
dealing with the export trade. In addition to these two com- 
mittees a price pool committee will be formed to control the 
price pool which is described below. The basic average price 
fixed for any mine will be the average of the prices actually paid 
for the various classes of coal supplied from that mine during a 
period preceding the institution of the scheme, that is to say, it 
will be based upon actual experience. The authorised sale price 
will be determined upon the principle of charging what the 
market will bear. In each case it will be an individual price. 
The basic average price will vary from mine to mine, and the 
authorised sale price will vary from one colliery firm to another. 
If the authorised sale price is above the basic price, the difference 
will be surrendered to a price pool; if the basic price is above 
the authorised price, the seller will receive the difference as 
compensation from the pool. Thus the basic average price is 
the price which the colliery firm retains for the coal that it sells : 
the authorised sale price is the price which the buyer of coal 


1 The first proposal, if adopted, will become an integral part of the Five 
Counties Scheme, but the second will be a separate and voluntary scheme which 
under the present constitution cannot be enforced upon all the members. 
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will be required to pay. The surplus, if any, remaining in the 
price pool will be distributed among the members in proportions 
determined by the amount of coal sold. 

In some respects the proposed arrangement resembles that of 
the German syndicate. The selling syndicate controls both output 
and price; the individual producing firm receives a price, which 
is sometimes called the accounting price, from the syndicate, 
while the syndicate in turn sells the coal at varying prices deter- 
mined by the conditions of the market. The basic price in the 
English scheme thus resembles the accounting price paid by the 
German syndicate to the coal producer, while the authorised sale 
price resembles the selling price of the syndicate. But there are 
important differences between the two cases. The German pro- 
ducer not only receives a quota, but is also guaranteed a market 
for the whole of that quota; he is free from all market risks, 
which are borne by the selling syndicate. The English Associa- 
tion fixes a quota for the individual member, but does not 
guarantee a market for his output, nor does it undertake the sale 
of the coal. The individual member is still faced with the task 
of finding customers, that is to say, he still accepts selling risks. 
Moreover, since he is forced to sell at a price determined for him 
rather than allowed to fix his own price, his market risks are 
likely to be, in many cases, even greater than before. On the 
other hand, if he fails to find a market for the whole of the output 
represented by his quota he will be guaranteed a market for the 
right to produce that amount by which his production falls short 
of the quota. Again, the accounting price which is paid by the 
syndicate to the German producer is determined by the class of 
coal produced; the basic price in the English scheme is to be 
determined by recent experience. But recent experience is not 
a safe guide; during the depression individual coal-owners have 
followed different price policies; some have reduced prices more 
than others in order to enlarge sales. Prices and sales are 
inseparable, but they will now be separated; although basic 
tonnages will be determined by producing capacities, prices will 
be determined by recent experience. In this respect, therefore, 
the scheme seems to be of a provisional character and it will be 
necessary, in due course, to introduce a better system of classifi- 
. cation and a more scientific method of fixing basic prices. 

It has only been possible, within the limits of a single article, 
to give a bald description of the existing and proposed schemes, 
together with an account of the most important defects revealed 
by experience. I have not attempted to submit an estimate of 
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the value of the new methods of organisation, nor have I dis- 
cussed the relations, actual and possible, between the efforts of 
the central Association and the amalgamation movement in the 
coal industry.1 The proposed scheme is admittedly complex, 
and may prove so defective as to necessitate still further develop- 
ment in the direction of syndication. It strengthens the position 
of the weaker undertakings and tends to perpetuate the existence 
of uneconomic mines. Finally, its operation is confined to one 
group of coal-fields which, though important, play a relatively 
small part in the export trade of the country. The history of 
the last eighteen months provides a fascinating subject of study 


to all serious economists. 
J. H. JongEs 
The University, 


Leeds. 


P.S.—Since the above article was sent to the press an important 
Memorandum has been published by the League.of Nations on 
‘The Problem of the Coal Industry.” The Memorandum con- 
tains not only elaborate statistics of the coal production of the 
various countries of the world but also instructive tables showing 
the variations in prices accompanying variations in output. The 
latter afford evidence in support of my statement that the 
demand for coal is highly inelastic. The statistics relating to 
producing capacity and output submitted in the above article 
are consistent with those contained in the Memorandum, though 
presented in different form. 


1 In February I gave two addresses on the subject to the Institute of Bankers 
and these are published in the May and June issues of the Journal of the Institute. 














THE REPARATION PROBLEM: A DISCUSSION 
I. Transfer Difficulties, Real and Imagined 
§ 1 


Mr. Krynss’ article on “‘ The German Transfer Problem ”’ in 
the March number of this JouRNAL represents a forceful summing- 
up of the arguments of those economists who maintain that a 
transfer of the annuities fixed in the Dawes plan is beyond 
practical possibilities. His reasoning ignores, however, one very 
important side of the problem. In attempting to set forth why 
consideration of this neglected element must modify the practical 
conclusions I intend to imitate as far as it is within my power 
the brevity and clarity of Mr. Keynes’ most elegant treatment. 

Let me begin with a quotation: ‘“ If £1 is taken from you and 
given to me and I choose to increase my consumption of precisely 
the same goods as those of which you are compelled to diminish 
yours, there is no Transfer Problem. Those who minimise the 
question of transfer seem sometimes to imply that the above is a 
fair representation of present facts. To the extent that high 
taxation causes German consumers to buy less foreign goods, it is 
a fair representation. But clearly only a proportion of their 
abstention from consuming will be in respect of foreign goods, 
and, as far as one can judge at present, not a very large propor- 
tion ”’ (p. 2). 

This is the first part of a trend of reasoning which seems to me 
to be of fundamental importance in any discussion of international 
capital movements. It is a pity that Mr. Keynes has not followed 
it up, but has even failed to draw the consequences of the part 
of it he has stated in this passage. 

He continues: ‘“‘ Moreover, the German balance of trade 
already has most of the benefit of this...” Evidently, no 
account is taken of the fact that, if Mr. Keynes has given me £1 
and I have returned £2 to him, the effect on our trade balances 
must be the reverse of what it would be, if only the first transaction 
had taken place. Germany has paid half a dozen milliards of 
marks in reparation payments, but has borrowed twice as much. 
Thus, the German trade balance has not had the “ benefit ” of a 
reduction in total buying power,! but the “ disadvantage ” of an 

1 In a country, which neither borrows from nor lends to other countries and 
which maintains equilibrium on its capital market, ‘‘ buying power ”’ is identical 
with ‘‘aggregate of money earnings.” Foreign borrowing, however, increases 
and loans reduce buying power. Similarly, inflationary credit policy increases 
and deflationary policy reduces it. In the former case new buying power is 


created by the banks ; in the latter, money which is earned and saved is not lent 
by the banks to others,—it vanishes and buying power falls off. 
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increase to the amount with which borrowings have exceeded 
reparation payments. This increased buying power must have 
tended to swell imports and reduce exports. 

This fact, that the total buying power has been increased, not 
reduced—and that consequently experience tells nothing concern- 
ing the efficiency of a transfer of buying power in creating a 
German export surplus—is ignored also in the following passage, 
which forms the starting-point for the whole reasoning in the rest 
of Mr. Keynes’ paper : 

“Now, what prevents Germany from having a greater volume 
of exports at the present time? Is it that the export trades cannot 
attract more labour at the present level of remuneration? Or is it 
that they cannot sell an increased output at a profit unless they 
can first reduce their costs of production? The available facts 
seem to indicate that the first, namely, inadequate supplies of 
labour at present rates of remuneration, plays little or no part, 
and that the second is the real explanation. That is to say, the 
solution of the Transfer Problem requires a reductiori of the 
German gold-costs of production relatively to such costs else- 
where ” } (p. 4). 

Nothing is said about the influence of the German borrowings, 
which—being far greater than the reparation payments—seem 
to me to be the real explanation why the excess of imports into 
Germany is what it is. They also largely explain why Germany’s 
productive resources have to such an extent been used for pro- 
duction of capital goods for the home market and have not in- 
creased the output and marketing of export goods. 

These borrowings, in so far as they have exceeded the repara- 
tion payments, have not only increased the buying power in 
Germany and thus its importation of foreign goods; they have 
also reduced the buying power in the lending countries and, thus, 
their importation of German goods. It is true that the direct 
influence in this latter direction may not have been very great— 
as indicated in the first of the passages I have quoted—but 
indirect effects cannot be ignored. 

Let us consider the nature of these indirect effects of a transfer 
of buying power. 

1 In the business world the impression prevails that at any given moment 
sales cannot be increased, except at the cost of price reductions. Every firm 
sells as much as it can, at present! Surely, neither this fact nor the existing 


unemployment justifies the conclusion in the text. What other facts are avail- 
able? Compare the end of § 2 of this paper. 
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§ 2 

A and B are two countries with normal employment for 
their factors of production. A borrows a large sum of money 
from B this year and the same sum during each of the following 
years. This transfer of buying power directly increases A’s 
demand for foreign goods while it reduces B’s. Thus, A’s imports 
grow and its exports fall off. 

If the sum borrowed is 100 mill. marks a year, the excess of 
imports in A brought about in this direct manner may be 20 mill. 
marks. For in large countries only a small part of demand turns 
directly to foreign goods or to export goods. The rest, 80 mill. 
marks, increases the demand in A for home market goods. 

Evidently Mr. Keynes and the school of economists who share 
his view think that this is the end of these 80 mill. marks. As 
they do not directly increase the excess of imports, they can have 
no effect whatever on the balance of trade. They can be left out 
of the reasoning altogether. 

I venture to suggest that, on the contrary, this amount of 
borrowed buying power deserves special attention. It sets in 
motion a mechanism which indirectly calls forth an excess of 
imports in A of about the same magnitude. Just as the loss of 
this buying power indirectly creates an export surplus in B; or, 
rather, these changes in buying power bring about at the same 
time an excess of imports in A and of exports in B. 

The increased demand for home market goods in A will lead 
to an increased output of these goods. In a progressive country 
this means that labour and capital, that would otherwise have 
passed to export industries and industries producing goods 
which compete directly with import goods, now go to the home 
market industries instead. Output of these “ import-competing ” 
goods and of export goods increases less than it would otherwise 
havedone. Thus, there is a relative decline in exports and increase 
of imports and an excess of imports is created. 

A corresponding adjustment takes place in B. Home market 
industries grow less as a result of reduced demand for their 
products, and the labour and capital turns in greater proportion 
to export industries and industries manufacturing goods which 
compete directly with import goods. The outcome is an excess 
of exports. B finds a widened market for its goods in A as a 
result of the adaptation of production which takes place in that 
country. Thus, the readjustment of production is the conse- 
quence of the change in buying power in the two countries. 
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The monetary mechanism which brings about the change 
varies with the organisation of the monetary system. In all 
cases of fixed foreign exchanges, however, there is an increase in 
monetary buying power in A and a decrease in B, which may be 
much larger than the 80 or 100 mill. marks. A secondary 
“inflation ’’ and “ deflation ’’ may be necessary to bring about 
the adaptation of production and trade quickly enough. The 
more sudden the readjustment has to be, the greater this inflation 
in A and deflation in B, and the greater the changes in sectional 
price levels that are called forth. 

The character of these price changes must be discussed briefly. 
Home market prices tend to rise in A and fall in B, relative to 
prices of export and import goods and prices of the goods which 
compete with import goods. The readjustment of production 
is partly, but partly only, the consequence of this change in 
“* sectional price levels.’’ [Production has a tendency to expand 
in the same way as demand, i.e. as the development of “ markets,”’ 
even without the stimulus of considerable price changes. | 

It is not necessary that A’s export prices should rise and B’s 
fall. Thus, B need not offer its goods on cheaper terms of ex- 
change to induce A to take a greater quantity of them. In- 
directly, however, it is probable that a certain shift of the terms 
of exchange will take place. The increased buying power in A 
will to some extent affect also the prices of its export goods and 
its ‘‘ import-competing ” goods in an upward direction, while the 
corresponding classes of goods tend to become cheaper in B. In 
that way the readjustment of the balance of trade is made easier. 

Note that these price changes are quite different from those 
assumed by the classical barter theory, which seems to underly 
Mr. Keynes’ analysis. Mill and after him Edgeworth, Taussig ! 
and many of their followers would say that B must offer its goods 
on cheaper terms of exchange in order to induce A to buy more. 
Thus, the primary price change is one between the prices of 
import and export goods in both countries, not between prices 
of these international goods and of home market goods, as ex- 
plained above. This erroneous conclusion is reached because of 
the fact that the shift in buying power is ignored, except in so 
far as it directly affects demand for international goods. It is 
left out of account that the demand conditions—the demand curves 


1 Professor Taussig seems to me to present two different and incompatibl 
theories: (1) the barter theory of Mill; (2) a theory of the monetary and price 
mechanism, which has been further developed by Professor Viner, with whom I 
am in substantial agreement. 
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in an analysis a la Edgeworth in the Economic JouRNAL of 1894— 
are changed not only by the 20 but also by the 80 mill. marks. 

If the mechanism I have endeavoured to indicate briefly above 
corresponds to reality, evidently a sufficient adjustment of the 
balance of trade may take place without any considerable reduc- 
tion in B’s export prices or increase in A’s. It seems, therefore, 
very misleading to represent the increase in B’s exports as due 
entirely to a reduction in its export prices. 

Of course, a discussion of the elasticity of demand for B’s 
export goods, which tacitly assumes demand conditions to be 
unchanged, must reach the conclusion that considerable increases 
in the value of its exports are impossible. As Mr. Keynes points 
out: “if a reduction in price of 10 per cent. stimulates the 
volume of trade by 20 per cent., this does not increase the value of 
the exports by 20 per cent., but only by 8 per cent. (1:20 x 
90 = 108)’ (p. 5). An increase by 20 per cent. as a result of a 
10 per cent. price reduction may appear as a very great elasticity 
of demand, and yet the value of exports grows only by 8 per cent. 
How violent, then, must the price reduction be, if export values 
are to increase by 40 per cent. as in the German case, when the 
borrowings have ceased and reparations have to be paid by means 
of an export surplus. 

The impression becomes quite different if it is remembered 
that the mechanism of adjustment indicated above will be at 
work and that exports from the lending (indemnity-paying) 
country will, therefore, grow even if export prices are not reduced 
at all relative to prices of international goods in other countries. 
In this connection it should also be noted that—even regardless 
of changed demand conditions—the volume of exports of a country 
is not a function solely of its export prices relative to prices 
abroad. More or less capital and labour may be used for the 
building up and support of marketing organisations with corre- 
sponding effects on sales abroad. If it were not for these and 
other similar circumstances, it would be difficult to see, for 
instance, how import duties can reduce the export trade con- 
siderably and, reversely, how a return to free trade, which in 
many cases would reduce costs in export industries only a little, 
can substantially increase the volume of exports. Remember 
also that many German goods which lay on the border line of 
“‘ exportability ’’ may be sold in large quantities if their prices 
fall 10 per cent. With this background an increase of exports by 
30, 40 or 50 per cent. does not seem impossible. 
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§ 3 

Of course, the assumption made above concerning A and B, 
that their productive factors are normally employed, does not 
apply to post-war conditions in Germany or all the Allied countries. 
In my opinion this fact does not, however, invalidate the con- 
clusions. If the period of transition, during which Germany is to 
create an export surplus, is not-less than five or six years, it will 
almost certainly contain a year or two of fairly full employment 
of the labour and capital which is not for some special reason 
immobilised (as many English miners seem to be at present). 

I suspect that one of the reasons why most people are inclined 
to exaggerate the difficulty in creating a German export surplus 
is the impression of the “ practical”’ business man, who has 
already a large export trade, that it is difficult for him to increase 
his sales abroad. This impression, however, is misleading, as it 
is based on a tacit assumption of unchanged demand conditions 
and fails to take into account the fact that many firms mray pass 
from exporting practically nothing to considerable sales abroad 
during a period of five or six years. 

Another fact to which little attention has been given in the 
recent discussion is that the present reorganisation of production, 
partly with the aid of foreign capital, has not yet had time to show 
its full effect on German competitive power and sales in other 
countries. 

Let me add that experience speaks very strongly in favour of 
the conclusion that adjustment of trade balances go much easier 
and even quicker than the orthodox theory would have it. To 
take the latest example only: is it not surprising that one has 
heard so little of transfer difficulties during the last five years, 
when one single country has had a net import of capital (over and 
above its own payments to other countries) of six or seven 
milliards of marks ? 

That country is Germany. 

It is not, of course, my intention to deny that a transfer of 
sums of the same magnitude as the Dawes annuities may meet 
considerable difficulties. If the policy of protection and of 
preference to home-made goods, which has been growing so much 
after the war, is intensified when German exports begin to grow, 
and is used consistently to prevent such exports, then the repara- 
tion payments may become virtually impossible. There can be 
little doubt that if Great Britain turns to protection and other 
countries are thereby led to raise their tariffs, the chances of 
substantial reparation payments are considerably reduced. 











178 THE ECONOMIC JOURNAL [JUNE 


It is also clear that the rise in German wages and home 
market prices in recent years has been, although probably unavoid- 
able, yet very unfortunate, as in the future it will almost certainly 
be necessary to deflate wages and prices to some extent, particu- 
larly in home market industries, if an export surplus is to be 
created. Possibly this difficulty may be partly evaded if rational- 
isation continues at a rapid pace and thus the effectiveness of 
production is raised, while monetary wages are kept constant. 


§ 4 

Granted, however—for the sake of argument—that an automatic 
transfer of several milliards of marks may be impossible, can the 
conclusion be defended that reparation payments of this magnitude 
are impossible? Is there anything in the reasoning of economists 
upholding the former thesis which proves that deliveries in kind 
of a similar size would also be impossible ? 

The answer seems to me to be in the negative. Whatever the 
possibilities of automatic transfer, there can be no doubt that 
deliveries in kind, 7.e. an organised shifting of demand, can bring 
about an export surplus from Germany of the size and value 
envisaged in the Dawes plan. German taxation can make a 
sufficient quantity of German factors of production available for 
this purpose. Such a policy, like one of automatic transfer, 
assumes a readjustment of production in the countries which are 
to receive the indemnity payments. As everybody knows, this 
is not Great Britain or Italy, but partly France, partly and largely 
the United States (reparations being used to pay the inter-allied 
debts). Almost certainly, however, the United States will con- 
tinue to export huge sums of capital to South America. It may 
be argued, therefore, that the ultimate recipients of the repara- 
tion amounts are France and South America. In principle, the 
safest and simplest way of organising the reparation payments 
would be a policy of deliveries in kind from Germany to France 
and the South American nations, which require imports of many 
commodities German industry is well able to produce. 

Unfortunately, such a policy is outside the range of practical 
possibilities. The inevitable opposition of powerful American 
and British export industries to any such plan is one of the real 
obstacles, perhaps the greatest of them all, which lie in the way of 
an organised solution of the reparation problem, 

BErRTIL OHLIN 
Copenhagen. 
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II. <A Rejoinder 


I wave found difficulty in making sure that I understand 
Professor Ohlin’s argument in his article printed above. I have, 
however, had the benefit of some correspondence with him. If, 
in spite of this, I am still guilty of ignoratio elenchi, it had better 
be clear to the impartial reader that I am thus guilty. Sol 
will begin with my own summary of what his argument seems 
to me to amount to—not as a contribution to the theory of Inter- 
national Trade, but in its application to the particular case of 
German Reparation payments, which is all that I am discussing 
on this occasion. 

My tendency to misunderstand Professor Ohlin centres, I 
think, round the meaning he attaches to the phrase ‘‘ buying power 
in Germany.”! At first I supposed him to use this phrase as 
equivalent to ‘‘ aggregate of money-earnings in Germany,” and I 
was, therefore, disposed to retort—“‘ How can ‘buying. power ’ 
fall unless either the volume of employment or the rate of earnings 
falls? But that was precisely the contention in my original 
article—namely, that the problem set to Germany is one of 
reducing her money-rates of earnings. Consequently, the amount 
she can pay in Reparations will depend on the degree in which 
she can effect this. For foreign loans do not increase incomes 
within Germany, except in so far as they enable the volume of 
employment and the rate of earnings to be maintained (or taxes 
and savings to be reduced); what they do is to enable German 
workmen to be employed in producing capital goods.” 

But this does not meet his point. The benefit to Germany’s 
balance of trade which he seeks to emphasise is irrespective of 
whether the aggregate of money-earnings in Germany does or 
does not fall. Perhaps I can clear up the issue as follows : 

There are—according to me—two developments (other than 
a relative increase in German industrial efficiency and apart from 
the reduction in consumption directly caused by reparation taxes) 
which are capable of improving her net trade balance on income 
account, namely : 

(i) A reduction in the rates of gold-wages of German factors 
of production relatively to rates elsewhere will, by increasing the 
competitive power of German manufacturers, enable them to 
absorb, into the production of exports or of goods previously 
imported, workers who are now unemployed or employed in 
producing capital goods inside Germany financed by foreign loans ; 


1 He has since added a footnote to amplify his meaning. 
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(ii) A reduction in the real wages of German workers will 
cause them to consume less, and a part of this reduced con- 
sumption will have the effect of benefiting the balance of 
trade. 

My article emphasised (i) and allowed incidentally for (ii). 
But Professor Ohlin claims that there is a third development (iii) 
to which importance ought to be attached, namely : 

(iii) If Germany borrows less from abroad 1 (net), this means 
that some other country or countries will borrow more (or lend 
less). This will reduce German demand for foreign goods and 
cause a new demand from other countries at the existing inter- 
national price-level. Germany will get the benefit of some part 
of this new demand and will be able, in virtue of it, to sell more 
exports than before at the old price. These are the mitigations 
of the severity of her problem which, he considers, I have 
overlooked. My reply is as follows: 

I was assuming that if Germany borrows less, the first effect 
would be to bring in the Transfer Protection clauses of the Dawes 
scheme. If so, the result would be that she would, for the time 
being at least, pay less Reparations. Now if this is correct, 
Professor Ohlin’s assumption, that, if Germany borrows less from 
abroad, some other country or countries will borrow more (or 
lend less), is invalid. For if Reparation payments are diminished 
to the same extent that foreign borrowing is diminished, the 
international balance sheet between Germany and the rest of the 
world is exactly as it was before. If A lends B £1 and B uses the 
£1 to repay a debt he owes to C, and if A’s cessation of lending 
means that B must stop repaying C, the affair is a wash-out so far 
as B’s position is concerned. Professor Ohlin argues: No! A, 
by ceasing to lend B £1, will have that £1 extra to buy with, and 
that will increase B’s sales and so enable B after all to go on 
repaying C £1. He forgets that if the £1 A lends to B and the £1 
B repays to C stop simultaneously, A’s increased buying power is 
balanced by C’s diminished buying power, so that international 
markets are where they were before—particularly if C happens to 
be the same person as A under another name. Professor Ohlin 
entirely ignores, so far as I can see, the possibility (indeed one 
might say the certainty) that if Germany’s foreign borrowing falls 
off, so, simultaneously, will her Reparation payments—except in 
so far as my factors operate. 


1 A phrase in Professor Ohlin’s article suggested that he intended his argu- 
ment to apply only to loans in excess of reparation payments, but he has agreed 
in correspondence that there is no reason to treat differently loans in excess of 
reparation payments and loans not in excess. 
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In so far as Germany can, for my reasons, pay Reparations 
without borrowing, these payments will, it is true, react on the 
levels of incomes abroad, causing them to move slightly upwards. 
Not necessarily by the full amount, because the increase in 
German exports may be partly at the expense of unemployment 
amongst her competitors and of their using their resources less 
effectively. But the increased ‘‘.buying power,” due to the fact 
of Germany paying something with less assistance than before 
from borrowing, will have been already used up in buying the 
exports, the sale of which has made the Reparation payments 
possible. Professor Ohlin’s argument only amounts to saying 
that, if Germany is paying Reparations, this proves that she can. 
But the fact that she can if she can does not prove, as he seems to 
think, that she can if she can’t ! 

Let me repeat my point in the form of an illustration. Let 
us assume (what was not far off the truth a short time ago) that 
Germany is borrowing £200,000,000 a year and paying £125,000,000 
in Reparations. Let us then suppose that her foreign borrow- 
ing drops to £100,000,000 and her Reparation payments to 
£50,000,000; 7.e. she succeeds in improving her trade balance, 
borrowing and Reparations apart, by £25,000,000. Now it is true 
that we have increased “ buying power” for £25,000,000 (not 
£100,000,000) in the world outside Germany. But this will have 
been exactly used up in paying for the £25,000,000 additional 
goods exported (net) from Germany, which have improved her 
trade-balance sufficiently to make her Reparation payments 
possible. Professor Ohlin has to maintain that the ‘‘ increased 
buying power ” is more than £25,000,000, and—if his repercussion 
is to be important—appreciably more. 

Moreover, even if Germany were to meet the cessation of 
foreign lending by temporarily diminishing essential imports and 
were thus enabled to continue paying reparations for a time, 
in this case again, the increased buying power of the countries 
which take Germany’s place as foreign borrowers will tend to 
be offset by the decreased buying power of the countries from 
which Germany previously purchased her imports; in other 
words, the loans Germany used to take to pay for imports will 
now be required by some one else to pay for the imports which 
Germany no longer takes. 

I conclude, therefore, as before, that Germany must mainly 
depend, particularly in the first instance, on cutting her prices 
—which means cutting her wages. For there will be no 
“increased buying power ”’ abroad for German goods, and no 
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‘decreased buying power” within Germany, except as a result 
of my factors (i) and (ii). 

It is true, of course, that everything in the economic world 
sets up a repercussion—which it is, as a rule, very difficult to 
follow up quantitatively or qualitatively. Thus if Germany 
succeeds in making Reparation payments, this will set up a new 
situation with a repercussion which may indirectly benefit 
Germany. © But I see no reason to suppose that this repercussion 
would be large. For it would be scattered all over the world; so 
that, even if there was a repercussion, Germany would, surely, 
be very lucky to get so much as 10 per cent. of the benefit of it, 
if any. I confess that I was leaving out various conceivable 
changes in the outside world the repercussions of which might, in 
the long run, mitigate the severity of Germany’s task—for example, 
a general growth of international wealth, prosperity and trade. 
Indeed the repercussions of the last-named would seem to me to 
be likely to be much greater as time goes on than the reper- 
cussions of that part of the growth of international wealth (out- 
side Germany) which will be attributable to Germany’s Reparation 
payments. 

Let me add that I quite agree with what Professor Ohlin says 
in his § 4 about the theoretical possibilities of deliveries in kind. 


Organised deliveries in kind would get over the difficulties I have 
in view. But I also agree with him as to the practical obstacles 


in the way of this. 


J. M. Keynes 

















THE MONETARY THEORY OF THE TRADE CYCLE! 


§ 1. Somretrutne like one-third of Mr. Hawtrey’s new volume 
of essays on T'rade and Credit is devoted to criticisms of arguments 
set out by me in Industrial Fluctuations and elsewhere. Much of 
this criticism is naturally detailed in character. Though useful 
to me personally and requiring attention in future revisions of 
my work, this portion of it does not deal with matters of sufficient 
general interest to warrant a reply in the Economic JouRNAL. 
There are, however, certain broad issues raised by Mr. Hawtrey’s 
discussion, which are of far-reaching importance both for theory 
and for practice. The purpose of the article that follows is to 
define and study these. It is necessary, however, to warn the 
reader that Mr. Hawtrey is a writer whom I do not always find 
it easy to understand, and that I may, on this occasion, as I 
appear to have done before, unintentionally fail to represent his 
position correctly. 

§ 2. It will be convenient to begin by setting out those pro- 
positions which are common ground. First, with industry and 
banking organisation as they now are, expansions of productive 
activity are, in general, associated with increases in the volume of 
credit and in prices, and contractions of productive activity with 
corresponding decreases. Secondly, the credit movements and 
the price movements, which accompany and are in part due to 
them, are an important factor in accentuating the range of the 
associated industrial fluctuations. Thirdly, if credit policy were 
so controlled as to keep the general price level substantially 
stable, the magnitude of these industrial fluctuations would, 
other things being equal, be reduced in an important degree, to 
the great benefit of society at large and particularly of wage- 
earners. This last very important practical inference is now 
accepted by the main body of economists, and Mr. Hawtrey’s 
writings have done much to win recognition for it. 

§ 3. We have next to elucidate, so far as may be, what pre- 
cisely Mr. Hawtrey means by his thesis that ‘“ The trade cycle 
is a purely monetary phenomenon.” He does not mean that 
industrial fluctuations are purely monetary phenomena. “ It is 
the periodicity of fluctuations forming the trade cycle which 
I believe to be wholly due to monetary causes” (p. 175). But 


1 Trade and Credit, by R. G. Hawtrey, 1929, Longmans, pp. 189. 10s. 6d. 
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the term periodicity is not used in a strict sense. For a true 
periodic phenomenon is one whose recurrences are separated 
by a precisé and constant time interval; and the trade cycle is 
not periodi¢ in this sense. Mr. Hawtrey uses the term in a wider 
and looser “ay. ‘‘ The central characteristic of the trade cycle 
is its periodicity. That, of course, is the meaning of the term 
cycle’ (p. 82). But any disturbance, which embraces an upward 
and downward movement spread over a finite interval of time, 
can be depicted as a wave; and, if periodicity is compatible with 
variations in the height, length and inter-relations of successive 
waves, any series of such disturbances can claim to be periodic. 
At all events Mr. Hawtrey has provided no definition that would 
enable us to distinguish between degrees of variation in these 
respects that do and degrees that do not allow a series of waves 
to be periodic and to constitute cycles. This is very unfortunate. 
For it is impossible to discuss satisfactorily a thesis the terms 
of which are ambiguous. 

§ 4. This difficulty, however, partly disappears when Mr. 
Hawtrey’s doctrine is studied, not as a single whole, but divided 
into parts. So viewed it is seen to contain two main elements, 
one of which, at all events, seems at first sight to be clear cut. 
This first and more fundamental thesis is as follows. In any day 
or year there is in any community a certain volume of consumers’ 
income expressed in money. So long as the sum-total of pur- 
chasing power embodied in money balances and circulating 
currency remains constant, this consumers’ income constitutes 
also consumers’ outlay, expended partly upon consumable com- 
modities and partly upon machinery and plant (i.e. investment) 
(p. 83). If in these conditions no disturbances are initiated 
on the side of production, the price level must remain constant, 
and so also—this is the fundamental point—must the wages 
bill and the volume of employment. No access of business 
optimism, no new inventions opening up opportunities for profit- 
able investment, no desire of dealers to add to their stocks, no 
decision of the Government to undertake capital expenditure, 
can augment employment or diminish unemployment in any 
degree; because, aggregate consumers’ outlay being unchanged, 
an expansion in one part of it can only be made at the expense 
of an exactly equal contraction in another part. It follows that, 
provided the sum-total of monetary purchasing power—roughly, 
of bank deposits—is kept constant, the trade cycle—which for 
this purpose appears to mean all fluctuations in industrial activity 
initiated on the side of demand—would totally disappear. 
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§ 5. The foregoing thesis is what Mr. Hawtrey seems, so to 
speak, to hanker after, and certainly it is what he ought to 
maintain if his statement about ‘“‘ a purely monetary phenomenon ”’ 
is to be justified. But in fact he does not maintain it; for in 
more than one passage he recognises, in effect, that the,-consumers’ 
outlay may be modified, nor merely by an alteration in the volume 
of bank credit, but also by an alteration in the velocity of monetary 
circulation brought about independently of the volume of bank 
credit (pp. 113 and 169). But, while recognising this, he appears 
to regard it as an incident of quite subordinate importance, in 
such wise that, for a broad practical statement, what was set 
out in the preceding section may be taken as an adequate picture 
of the facts. Let us write M for the stock of money (bank balances 
and circulating currency) in the country; V for the number of 
times in the year that a representative unit of money becomes 
consumers’ income and outlay; R for the real income, including 
the income of capital goods, expressed in some representative 
commodity or service, that accrues to the community in a year; 
and P for the price in money of a unit of the aforementioned 
representative commodity or service. We then have the equation 
VM = PR. The statement of the preceding section is that V is 
in its nature constant. Mr. Hawtrey in fact allows that it may 
vary, but implies that it will only do so in exceptional circum- 
stances (p. 110), about which we need not trouble ourselves 
seriously. 

§ 6. If this view were right, it would follow, as Mr. Hawtrey 
contends, that, broadly speaking, Government expenditure on 
public works in times of depression can only increase the volume 
of employment if the expenditure is financed through the creation 
of bank credits; that the same result could be achieved by 
creating credits without the addendum of public works; and that, 
therefore, these “are merely a piece of ritual, convenient to 
people who want to be able to say that they are doing something, 
but otherwise irrelevant” (p. 112). There is, however, a com- 
ment to be added here. It is true that conditions may easily 
be such that a given programme of public works will cause 
employment to expand to exactly the same extent that some 
defined lowering of the discount rate, leading to an equal net 
increase in the volume of credit, would do. In these conditions 
the two ‘“ remedies’ may properly be regarded as alternatives. 
But it does not follow that public works are mere ritual. They 
bring about the required expansion of credit without lowering 
the discount rate; the other plan involves lowering that rate. 
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For a community with an independent “managed” paper 
standard, it may well be that the discount method would usually 
be preferable. But, with a gold standard, the risk of.a large 
foreign drain may render an extended use of this method 
impracticable. No such obstacle lies in the way of the rival 
method. 

§ 7. The preceding paragraph was in the nature of a digression. 
Let us return to the main issue of §5. The truth of the matter, as 
I see it, is that consumers’ income and consumers’ outlay can be 
varied in large and important ways by influences acting on V; 
and that, therefore, there is nothing to prevent P or R or both 
together from rising or falling substantially even though M 
remains rigidly fixed. Let us begin with a simple case. Suppose 
that, instead of spending £100 in buying food and clothes for my 
personal consumption, I use the £100 to engage painters and 
plasterers, hitherto unemployed, to repair my house, these 
painters and plasterers using the money to buy the food and 
clothes that I forgo. In that event certain money units, that 
would otherwise have become income and outlay during a year 
nm times, now become income and outlay (n + 1) times. That 
is to say, V is increased, and, therefore, of course, VM also. In 
other language, aggregate consumers’ money income and money 
outlay are increased—and the Income Tax Commissioners’ 
Accounts will show this—by the £100 that I paid to these men. 
My money income and outlay are the same as they would have 
been otherwise, theirs is £100 larger. Alongside of this addition 
to aggregate money. income and outlay there is an addition to 
real income represented by the services of these men or the com- 
modities that they produce. According to the relation between 
the addition to money income and the associated addition to real 
income, P may increase or decrease or remain unchanged. But 
in any event aggregate money income (which is equal to outlay) 
is increased, in spite of the fact that M has remained unaltered, 
and aggregate real income, along with the productive activity— 
employment—that gives rise to it, is also increased. Exactly 
similar reasoning applies if the Government takes from me £100, 
which I should have devoted to purchases for my personal con- 
sumption of food and clothes, and employs it to hire otherwise 
unemployed workmen in building roads or bridges. 

§ 8. To obviate misunderstanding it is here necessary to 
make clear a matter about which I think there is no difference 
between Mr. Hawtrey and myself. This has to do with the 
precise significance to be attached to the terms money income 
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and outlay and its correlative the velocity of monetary circula- 
tion. Money income is not the sum-total of money which flows 
through people’s hands during a year, but the sum-total which 
becomes available to them for spending in the purchase of services, 
consumption goods or capital goods. Thus, if a piece of lace, 
the cost of the raw material in which may be neglected, is sold 
by an artist to a wholesale dealer for £50, is sold by him to a retail 
dealer for £60, and by him again to a consumer for £75, the 
money income accruing to the artist is £50; but that accruing 
to the wholesale dealer is not £60 but £10, and that accruing to 
the retailer is not £75 but £15; the income of all three aggregating 
to the £75 which the final purchaser pays. The velocity of 
monetary circulation per year is measured by the consumer’s 
income thus defined divided by the stock of money. Hence, 
if the services now rendered by three middle-men come to be 
rendered instead by six for the same total charge, so that money 
changes hands twice as often as before against goods—which, of 
course, also change hands twice as often as before against money— 
my V is not altered and aggregate money income and outlay 
are not altered. 

§ 9. This proposition, which nobody, I think, would dispute, 
carries with it as a logical consequence the further and more 
important proposition that consumers’ income and outlay are 
not, so to speak, self-subsistent, but are derivative concepts, 
secondary to and built upon the concept of real income. Thus, 
consider the expression VM, in which they are represented 
algebraically. If I, in the course of a year, whether directly 
or through the Government, hand over £100 in exchange for 
the services of painters and plasterers, instead of holding it as 
cash, nobody doubts that V is increased and that the sum- 
total of money income (or money outlay) rises by £100. But, 
if I give £100 to a friend, or if a father makes an allowance of 
£100 to his son, provided that the recipient employs it in the 
same way as the donor would have done, V is not increased, 
and the sum-total of money income (or money outlay) remains 
what it was before. If the Government takes £100 and hands it 
over to a war pensioner or in interest on War Loan, the case is 
economically analogous to the second of the above two cases: in 
spite of the fact that in the reckonings of the Income Tax Com- 
missioners it is treated as analogous to the first. Mr. Hawtrey, 
by implication, adopts this generally accepted interpretation of 
V. Clearly then consumers’ income (and outlay) excludes all 
categories of free gifts. Consequently it may change in size 
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even though the quantity and all the processes of flow undergone 
by money remain unaltered. If, for example, a man, who has 
been out of work and receiving £2 a week in charity, comes instead 
to earn £2 a week in wages, aggregate consumers’ income or 
outlay is increased by £2 a week. The definition of consumers’ 
income and outlay is such that, other things being equal, the 
passage of workpeople from unemployment to employment 
carries with it an increase in the community’s money income (and 
outlay) exactly proportional, on the assumption that prices 
remain unchanged, to the increase in its real income. 

§ 10. I have said that Mr. Hawtrey, while regarding varia- 
tions in the velocity of circulation as of minor importance, recog- 
nises quite definitely that they may occur. The first half of his 
thesis, when set out so as to take account of this, is to the effect 
that, unless ether M or V increase, PR cannot increase (p. 169). 
Since VM = PR this is of course true. We must be careful, 
however, not to infer from it that, if the banking system so 
controls the volume of credit as to keep the price level stable 
despite variations in V, industrial fluctuations will be eliminated. 


Constancy in P implies constancy in = ; but it does not imply 


constancy in R. I have argued elsewhere that, if P were stab- 
ilised, fluctuations in R would in fact, other things being equal, 
be substantially reduced; but I cannot accept what is, I think, 
Mr. Hawtrey’s view (p. 80) that the trade cycle would be, for 
all practical purposes, eliminated. 

§ 11. In view of current events it may be not inappropriate 
to discuss in a more positive and direct manner the question how 
far in a régime of stable general prices, 7.e. apart from inflation, 
it is possible by means of Government expenditure to diminish 
the volume of unemployment. Imagine a large isolated island in 
which the land, buildings, machinery and so on are owned by 
non-wage-earners, while the manual work is done by labourers 
hired directly by them for wages paid in kind. All the labourers 
are supposed to be exactly alike, and there is no difficulty about 
their moving from one job to another. They insist absolutely 
on a wage of one bushel of wheat per week, and their numbers, in 
conjunction with the environing conditions, are such that it pays 
non-wage-earners to employ ninety per cent. at that wage, 
leaving ten per cent., say one million men, unemployed and 
receiving, through the Government, out of funds raised from 


non-wage-earners say a million bushels of wheat per week for 
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maintenance, 7.e. bushels of wheat each. The Government, 


setting out to “conquer unemployment,” collects from non- 
wage-earners, instead of . million bushels of wheat for main- 
taining the unemployed, a net weekly sum of R bushels of wheat 
for a campaign to find work for them. I ignore the fact that 
in practice part of this sum will go to superintendents and 
other non-wage-earners. Let the net number of men for 
whom employment is found be x. This net number is then 
equal to the difference between (1) the gross number that the 
use of R, bushels per week by the Government in its campaign 
calls into employment and (2) the number that the collection of 


an additional sum of (R _ _ bushels per week—for a reduction in 


the number: of the unemployed by one man saves the Government 
1 
h 
To determine the net number of men brought into employment, 
we have then the equation x = ¢(R) — WR _ i) 
Now at first sight it might seem that the gross number of 
men for whom employment will be created, on the assumption 
that a rigid wage rate of one bushel per week is maintained, must 
in all circumstances be exactly R. This, however, is not so. If 
the Government spends its weekly R bushels in setting men ditectly 
to work on roads, bridges, or any form of capital development, 
then, indeed, the number is R. But, if it sets them to work in 
making consumable goods (in my simplified statement, growing 
wheat), it then gets back and has available for further wage pay- 
ments what these men produce; and, again, it gets back and 
has available what the recipients of these further wage payments 
produce; andsoon. How many men it calls into work altogether 
depends then on the shape of the curve depicting the marginal 
wheat output of varying numbers of men. If this curve is a 
straight line with a slope of 45 degrees, the total number called 
in to work will be R(l +4+}.. .),7e.2R men. If the curve 
is a straight line flatter than this, the number is greater than 2B ; 
if it is steeper, less than 2R. In times of depression there is reason 
to believe that the curve representing the marginal productivity 
of labour in consumption industries (7.e. the real demand curve 
for labour in those industries) is not steeply inclined. If this be 
so, the number of men called to employment by the use in the 
No, 154.—voL. XxxIx. Oo 


bushels of wheat per week—causes to lose thei employment. 
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manner described of the campaign fund of R bushels of wheat 
per week will be several times R. There is yet a third way in 
which it is open to the Government to use its levy. This is to 
give a bounty to private industrialists proportionate to the wages 
bill paid by them. In this case the additional number of men 
called into employment will be the same as in the case just 
discussed.1 

In investigating the debit side of the account, namely, the 
number of men that are driven out of employment by the 
collection of (R — =) bushels of wheat per week, we have to 
distinguish immediate and direct effects from indirect subsequent 
effects. The number of men immediately and directly driven out 


of employment depends on how much of the (R - x) bushels of 


wheat is taken from what would have been invested in setting 
labour to work in making capital (¢.e. non-consumption) goods. 


Let the proportion of the levy that is so taken be - Then 
x 1 x 
WR — 5) = 7 (R-§). 


Indirectly, in consequence of the withdrawal every week of 
this quantity of wheat from what would have been non- 
wage-earners’ investments, the annual supply of new capital equip- 
ment co-operating with labour to their order is likely to be con- 
tracted somewhat. Except, therefore, in so far as the new wage- 
earners called into employment are engaged in making this sort of 
capital equipment, a net reduction in the annual supply of it will 
come about. Since, however, the normal annual supply is a small 
part of the total stock, the percentage reduction in this stock (as 
against what it would otherwise have been) cannot be other than 
very small until the levies have been in operation for a considerable 
number of years. It follows that the number of men thrown out 


1 It should be noted that, whereas under an arrangement in which the 
Government employs labour directly the net levy (R) made on non-wage-earners 
is equal to the gross levy on them, when the bounty method is employed, it, in 
general, falls short of the gross levy (which is equal to the aggregate sum paid in 
bounties) by a large amount. The gross levy is equal to the net addition to the 
wages bill where the demand curve for labour has the form of a rectangular 
hyperbola. These relations are easily displayed on a diagram. The reason why 
the net levy on non-wage-earners, which is required to set a given number of 
men to work, is larger when the Government devotes this levy to making roads 
or other public works than in my other cases is, of course, that in this case the 
levy has to cover, not only the excess of the wages bill of the new work-people 
over the value of their work, but also this value itselfi—which the Government 
retains in its own hands. 
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of employment, in this indirect way, through the collection of the 
levy R, is bound for the first year or two to be very small; 
though, if the levy policy is continued and other things remain 
the same, it will be liable to grow in a cumulative manner. 
Attention may, therefore, be concentrated on the number thrown 
out by the direct process described above. 


We have then the equation z = ¢(R) — AR — = If ¢(R) = 





h 

1 
ome 

mR, this reduces to x = R TT Suppose, for illustration, 
| ee 
ch 

Bs, ae : , 
that os and > Then, in the case where m = 1, « = 3R: 


where m = 2, x = 2R: and similar calculations can be made 
when any given values are assigned to c, h and m. It will be 
noticed that, for some values, x is greater than mR. The results 
attained are subject to the conditions (1) that the policy under 
review is practised for a short period only, and (2) that the rate 
of real wages is not raised above the original one bushel of wheat 
per week. 

§ 12. Before passing on to the second half of Mr. Hawtrey’s 
thesis, I venture to interpolate yet another consideration, which, 
while it lies outside his discussion, is nevertheless relevant to 
the first half of it. If F(t) be a function of time (é), the condition 
! a constant is that Wh = Po . That is to say, if 
the daily proportional increase in a stock of things is to be con- 
stant, the daily proportional increase in the new production of 
those things must also be constant. If the percentage rate of 
increase of the stock is growing, the percentage rate of increase 
in new production must be greater than the percentage rate of 
increase in the stock; and in the converse case less.1 Let us 
suppose that, roughly speaking, the flow of consumable goods 
produced with the help of machinery varies directly with the 
stock of machinery. It follows that, other things being equal, 
so long as wealth and productive power are increasing in a con- 
stant geometrical proportion, the ratio of the numbers of people 
employed in instrumental industries and in industries making 
non-durable consumption goods will remain the same; but that 





to make 


1 My equation for simplicity assumes that the stocked things last for ever. 
It is easy to show that the same result holds good if either they last for a definite 
number of days or if a definite proportion of those in existence disappears every 
day. 
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in periods when the proportional rate of progress is being 
accelerated there will be a relative boom, and in periods when it 
is being retarded a relative slump in the instrumental industries. 
Since, therefore, work-people are not very mobile between 
instrumental industries and industries that make non-durable 
consumption goods, there is a prima facie case for the Govern- 
ment’s allocating its own constructional work, which is not con- 
cerned with non-durable consumption goods, so far as is feasible, 
to periods in which the proportional rate of progress is retarded. 
There is, of course, nothing novel about this practical conclusion. 
But the analysis behind it is, I think, interesting; for the inter- 
relation between stocks and flows is fundamental in several 
large problems, including, among others, the central problem of 
money and prices. 

§ 13. I now turn to the second half of Mr. Hawtrey’s main 
thesis. Had the first half been successfully established, he would 
have proved that variations in the volume of credit, other than 
such as serve to cancel variations in the velocity of monetary 
circulation, are a necessary condition of the trade cycle. But he 
would not by any means have proved, even if we waive the point 
about velocity, that the trade cycle is a purely monetary pheno- 
menon. For the movement of credit may be merely a mechanism 
or channel through which genuine causes, e.g. swings of business 
opinion between optimism and pessimism and so forth, exercise 
their influence. Thus the movements of golf-clubs are a necessary 
condition for playing golf: if there were no golf-clubs there would 
be no game. But this does not prove that a round of golf is 
purely a club-maker’s phenomenon, so that no urgency on the part 
of golf-players’ wives could in any degree modify the period of 
their rounds. To establish this Mr. Hawtrey needs a further 
proposition, namely, that a golf-club, once created, possesses in 
itself an internal rhythm, through which it impels its possessor 
from tee to tee with a defined frequency. In less frivolous 
language, he needs to show that any small accidental change may 
start an expansion in the volume of credit; and that this, once 
started, ‘grows, and will continue to grow, till the banks take active 
steps to stop it. Under the conditions we have assumed they 
do not take these steps until the reserve position is affected, and 
by the time that occurs, the movement will have gathered con- 
siderable momentum. The process of checking and reversing 
this momentum will be a fairly protracted one ” (p. 97). In other 
words, the rhythm through which the volume of credit moves, 
and on which the associated movement of industrial activity 
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directly depends, is a rhythm inherent in the structure of the 
banking and credit organisation. It is thus independent of the 
play of non-monetary circumstances, whether variations in the 
temper of business men, Government policy, or anything else 
whatever. If this could be established it would follow, not 
merely that these things cannot operate on the trade cycle other- 
wise than through variations in the volume of credit, but that 
they cannot operate on it at all. 

§ 14. Now, in order to warrant such a statement as that the 
trade cycle is a purely monetary phenomenon, Mr. Hawtrey 
clearly ought to maintain some such proposition as that just 
set out. In some passages he seems to do this; to hold that, 
once a credit movement has been started by some small fortuitous 
event (p. 98), the whole of what happens subsequently is deter- 
mined by the internal stresses of the banking system, independ- 
ently of what the rest of the community may do. Other passages, 
however, give a different impression. “‘ Traders’ expeetations, 
whether erroneous or correct, form one element in the problem 
of the regulation of credit. But under pre-war conditions the 
regulation of credit was guided by the state of the gold reserves. 
If traders’ expectations were of a kind to support and assist the 
action of the banks in encouraging or discouraging borrowers, 
they facilitated their task. But, if traders’ expectations tended 
in the contrary direction, the bankers could not surrender their 
policy. They were bound to take whatever measures were 
necessary to make it prevail. . . . If merchants refused to be 
influenced in any way by expectations as to the future state of 
markets, the psychological factor would drop out, but the credit 
cycle would persist. Borrowers would respond to the rate of 
interest, and the volume of sales would respond to the volume 
of borrowing. Therefore business psychology, though in practice 
a very important factor in the trade cycle, is not essential to it ”’ 
(pp. 100-1). This passage may be interpreted to mean that the 
state of business psychology makes no real difference to the 
process of the trade cycle; bankers’ efforts to assert their policy 
being so adjusted to the movements of business psychology that, 
whatever these are, the net effect of bankers’ efforts and business 
psychology combined remains the same. In the last essay of his 
book, however, Mr. Hawtrey rejects this interpretation and falls 
into line with more ordinary views. “If the monetary theory 
of the trade cycle traces the period to the rate of progress of 
credit movements in their effects upon the gold reserves, that 
does not mean that this rate of progress is not itself effected 
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by non-monetary causes” (p. 176). This at last is perfectly 
explicit. 

§ 15. Now nobody has ever doubted that under a gold 
standard an expansion in the volume of credit sets up a drain on 
the gold reserves; that the banking system cannot with safety 
allow this drain to go too far; and that the steps which it normally 
takes to protect its reserves tend also after a time to make the 
volume of credit contract. The structure of the banking system 
thus plays a very important part in determining alike the range 
and the duration of the swings which the volume of credit under- 
goes. But it does not—this is the ‘‘ orthodox” view—play 
an exclusive part. When an upward movement begins, the 
rate at which the volume of credit expands is greater or less 
according as business men and (or) the Government are more or 
less keen to borrow money to extend their enterprises. The 
keener they are, the more quickly the moment arrives at which 
the banking system must take action to protect its reserves. 
The range and the duration of the movement depend in part 
upon the requirements of the banks’ customers. In short, the 
banking system is not a penny-in-the-slot musical instrument ; 
drop in a penny and a predetermined tune of credit is played. Itis 
rather an elastic and resilient structure, whose processes are 
the joint product of its own nature and of the forces which from 
time to time are impressed upon it. Mr. Hawtrey in the end 
seems to accept this view. But, in doing so, he deprives his 
thesis, that the trade cycle is purely a monetary phenomenon, 
of all significant content. He explicitly recognises that non- 
monetary factors modify the cycle. He realises that the penny- 
in-the-slot theory is indefensible; but does not apparently realise 
that, with its disappearance, the challenging paradox which he 
has undertaken to defend is left unsupported in the air. 

§ 16. In the foregoing paragraphs I have endeavoured to 
express the reasons for my dissent from Mr. Hawtrey’s main 
theses in a precise and clear-cut way. What I have written is an 
argument: itis in no sense a review of his book. If it were, 
there would be much to say in praise of the latest work of a most 
ingenious and subtle writer. But Mr. Hawtrey is too well known 
to students of money and banking for that to be necessary; 
and he himself would greatly prefer discussion to compliment. 
Controversy for its own sake is as barren as it is boring. But 
controversy whose objective is what should be thought, not what 
may be said, is sometimes a midwife of truth. 

A. C. Picou 





THE THEORY OF INTERNATIONAL TRADE 
RECONSIDERED 


Tue purpose of this paper is to offer some criticism of the 
English classical theory of international trade and to suggest 
some other lines of analysis. That theory has always rested 
mainly upon the distinction made by Ricardo between external 
and internal mobility of economic factors. It abstracts too, for 
simplicity’s sake, from cost of transport. Less obviously, 
perhaps, it assumes for each trading country fixed quantums of 
productive factors, already existent and employed, and asks how, 
subject to the assumptions, these may be most effectively applied 
under conditions of international trade. On this foundation it 
builds its famous doctrines of comparative cost and reciprocal 
demand, working, in a money economy, through the medium of 
international gold flow, and expressing themselves in unequal 
divisions of benefit from international trade, as displayed by 
persisting income and price differences between the trading 


countries. 

My present concern is not primarily with the correctness of 
this analysis, taken on its own ground, but with the limitations 
which its premises have imposed upon it. It is one question 
whether these conclusions follow logically from these premises.” 

1 See especially Schiiller, Schutzzoll und Frethandel (1905), Chap. II. 

2 Professor Taussig’s new book, International Trade (1927), is our most com- 
plete statement of the classical theory of international trade; it aims particularly 
at verification of theory, especially of the analysis of the mechanism of trade 
adjustment under conditions of gold standard and inconvertible paper; to this 
end it reviews the studies in verification made by his former students and presents 
the results of his own recent investigations. Edgeworth, though fundamentally 
in agreement with the classical analysis, offered keen criticism on particular 
points of doctrine. Marshall accepted without reservation the assumptions, but 
pointed out that comparative costs are subject to change under the play of 
reciprocal demand (Money, Credit and Commerce, Appendix J). F. D. Graham 
has made the same point independently and in more detail (Quarterly Journal of 
Economics, November 1923). E. S. Mason (Quarterly Journal of Economice, 
November 1926) cites the economists’ (particularly Marshall’s) recognition of the 
facts of industrial and occupational friction and of the variation of productive 
factors, and contrasts their rejection on these grounds of labour cost doctrine in 
domestic value theory with their acceptance of it in international value theory. 

On assumptions essentially the same as the classical, Bertil Ohlin (University 
of Copenhagen), in a book to be published in the Harvard Economic Studies, 
rejects comparative costs and presents an analysis in terms of the principle of 
variable proportions. Comment on this analysis, which I had opportunity to 
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It is a more important question whether these are the premises 
best calculated to illuminate the subject-matter. The classical 
theory assumes as fixed, for purposes of the reasoning, the very 
things which, in my view, should be the chief objects of study if 
what we wish to know is the effects and causes of international 
trade, so broadly regarded that nothing of importance in the 
facts shall fail to find its place in the analysis. 
It is the writer’s view : 


(1) that the premises are inaccurate in sufficient degree 
to raise serious question of the soundness of the theory, or 
at least of the range of its useful application to the trade of 
the world; 

(2) that the relation of international trade to the develop- 
ment of new resources and productive forces is a more 
significant part of the explanation of the present status of 
nations, of incomes, prices, well-being, than is the cross- 
section value analysis of the classical economists, with its 
assumption of given quantums of productive factors, already 
existent and employed ; 

(3) that the international movement of productive factors 
has significance relative to comparative prices, incomes, 
positions of nations, at least equal to that of the trade in 
goods, and that the study of these movements tends to be 
minimised in a theory which abstracts from them as much 
as possible, and for the strictly logical support of its con- 
clusions should abstract from them entirely ; even to-day, in 
most treatments of international trade theory, capital move- 
ments are discussed mainly in connection with the balancing 
of payments, being limited to their currency (“ purchasing 
power” or “substitutes for gold flow ’’) functions in con- 
nection with trade adjustment mechanism, and are not 





discuss in detail with Professor Ohlin during his visit to Harvard in 1923-4, must 
await the appearance of the book. Cliffe Leslie accepted the fact of imperfect 
mobility of productive factors, but would apply it to both international and 
domestic trade. French and German writers, such as Cournot, Nogaro, List, 
Schiller, have exhibited a marked unwillingness to accept either the premises or 
the conclusions of the classical theory. 

Since I am not here primarily concerned with the mechanism of trade 
adjustment, it is unnecessary to discuss the recent literature of that subject, 
which contains such outstanding studies as Viner’s Canada’s Balance of Inter- 
national Indebtedness, which presents a view sympathetic to the classical explana- 
tions of the trade adjustment mechanism, though the facts presented seem to me 
less corroborative than the author feels them to be; and Angell’s The Theory of 
International Prices, which includes an admirable summary of the literature and 
current views. 
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discussed as transfers of productive power; and inter- 
national movements of labour are scarcely discussed at all ; 

(4) that international trade in goods, cost of transport, 
and mobility of economic factors—externally and internally 
—continually react upon each other; and by investigating 
these interactions—in this actual, growing, changing world 
—we may hope to throw light upon the causes and effects of 
international economic contacts,—upon market and pro- 
ductive organisation, upon prices and price processes, upon 
incomes and general well-being, and finally upon the wisdom 
or unwisdom of international commercial, financial and 
labour policies. 


I 


Viewed from this standpoint, the question whether we have, 
have ever had, or are ever likely to have the same mobility of 
factors between as within trading countries ceases to be the 
question on which the entire analysis must turn, and takes its 
proper place as one, only, among a number. In discussions of 
this sort the point most often made is that the persistent differ- 
ences of incomes and prices in different countries—higher in the 
United States than in England, higher there than in Italy, higher 
there than in China—is striking proof of the international 
immobility of productive factors, and therefore of the correctness 
and adequacy of the classical theory of international trade. 'This 
remark is often regarded, indeed, as a signal to adjourn the 
discussion ; nothing more remains to be said. I hasten, therefore, 
to disclaim intention to disprove so familiar a fact, though I shall 
have more to say about it at a later place. 

Indeed, it is not Ricardo’s immobility premise that stands 
most in need of defence, but rather his mobility premise, the 
assumed free movement of factors within countries. Perhaps no 
reminder is necessary that this assumption, no less than the 
other, is essential for the validity of the comparative cost prin- 
ciple. Bagehot, in the Postulates, discussed in penetrating fashion 
the relativity of economic concepts, set forth the conditions 
necessary for free domestic movement of factors, and concluded 
that value theories based on this hypothesis could not apply to 
any country in the world prior to the English classical period 
itself, and then only to the conditions of the “large commerce ” 
upon which England, in advance of other countries, was embarked. 
Indeed, up to the middle of the eighteenth century, at least, the 
only “large commerce ” had been international; nor is it mere 
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coincidence that productive factors appear then to have moved 
more freely between countries than within them. 

One wonders, moreover, how correct this particular assumption 
was for the Ricardians’ own time, or even later. International 
friction in the movement of capital and labour there doubtless 
has been, and international differences of incomes and prices. 
As Professor Taussig has recently said : “‘ The same phenomenon, 
less striking as regards the differences in real and money wages 
(than those between England and India), but more striking as 
regards the closeness of the contact, appears on a comparison 
between Great Britain and continental Europe . . . in the latter 
half of the nineteenth century. . . . The Anglo-French treaty of 
1860 led to a. . . range of import duties so low that it could 
have been no appreciable factor in maintaining differences in 
wages and prices. Yet these differences persisted.” 1 But there 
is abundant evidence that such differences have persisted also 
within the trading countries. This was a phenomenon which 
especially interested Cliffe Leslie, who found within England, 
France, Belgium, Germany local diversities of all sorts, some 
which had persisted for centuries and some which were the 
product of the new nineteenth-century economic activity, in 
which foreign trade played a major part. In agricultural wages 
the diversities were ‘‘ prodigious.” “The real movement of 
agricultural wages throughout Europe will be seen to be in striking 
contradiction to generalisations, such as the tendency of wages 
to equality, which have passed with a certain school of English 
economists for economic laws: .. . generalisations, one may 
add, which were once useful and meritorious as first attempts to 
discover causes and sequence among economic phenomena, but 
which have long since ceased to afford either light or fruit, and 
become part of the solemn humbug of ‘ economic orthodoxy.’ ” 2 

On the other hand, Brassey, the railway contractor, found the 
price of labour of equal efficiency in railway construction (which 
involved international migration of labour and capital) nearly 
on a level throughout the railway building countries, and was led 
to wonder whether labour did not move more readily from 
country to country in the same employment than from occupation 
to occupation at home (another tempting generalisation, as 
dangerous perhaps as the one it attempts to supplant). It is 
unnecessary to offer elaborate proof of the existence of much 


1 International Trade, Part II, Verification, p. 154. 
2 Cliffe Leslie, ‘‘ The Movements of Agricultural Wages in Europe’; Hasays, 
2nd edition, 1888, p. 379. 
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local and sectional difference of prices and incomes in Europe. 
Any casual American tourist, without getting far off the beaten 
track, soon becomes aware of the striking diversity of economic 
conditions, of prices and incomes, even as between near-by places, 
in any of the European countries. Even for England one has 
only to compare the north with the south, the east coast with the 
west, or the Scottish Lowlands with the Highlands, though in 
each case distances by rail or road are short. 

The United States presents, in comparison, a case of high 
internal mobility, one reason for which I believe to be the rela- 
tively greater importance (and greater freedom from restriction) 
of the domestic market than the foreign, and the consequently 
greater growth of and closer connections between trade, trans- 
portation and movements of productive factors. Yet even here 
we are far from realising an approximate equality of either wages 
or prices, or return to capital, as between different parts of the 
country. In fact, the marked heterogeneity of economic con- 
ditions, of stages of economic development, of point of view, the 
diversity of economic interests, the “sectionalism’”’ of the 
United States are quite as familiar, and have proved almost as 
significant in economic and political ways, as has the phenomenon 
of a large, highly-organised, competitive home market, with 
comparatively high internal mobility of goods and productive 
factors which that condition signifies. These two sets of facts 
doubtless account for the confusing statements made by the 
same writers, though not in juxtaposition : first, that the trade 
between our east, south and west closely resembles international 
trade; and second, that the high mobility of economic factors 
within the United States is a striking proof of the validity of 
the Ricardian theory of international trade and the premises on 
which it rests. That there are great disparities of incomes and 
prices between north, south and west is familiar observation. 
An obvious case in point is that of white textile workers in the 
Carolinas and Massachusetts. A Bulletin of the U.S. Bureau of 
Labor, July 1907, gives comparisons of wages in some fifty 
occupations in 1906 for the North Atlantic, South Atlantic, North 
Central, South Central and Western States; and compares wages 
in twelve leading occupations in the United States and European 
countries. Wages in the north, south and west differ strikingly 
in all occupations covered. The nearest approach to equality is 
between North Atlantic and North Central States, but even here 
the discrepancies run to as high as 40 per cent., and are distinctly 
greater than those shown for Germany and France. Shadwell, 
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in Industrial Efficiency (1906), concluded that in general German 
wages were about four-fifths and American wages seven-fifths of 
English wages; but the American data cited show that for 
blacksmiths western wages were 1-44 of southern, bricklayers’ 
wages 1-46, carpenters’ 1-44, painters’ 1-47, plumbers’ 1-57, 
linotype operators’ 1-36, street labourers’ 1-64. It is true there 
are explanations of these differences, such as “ poor white ” and 
negro labour in the south, concentration of immigrant labour in 
the north-east, and principally, I suspect, the unequal economic 
development of the several regions. But these explanations do 
not help the case, since they lie quite outside the assumptions of 
the classical theory. Indeed, as to immigrant labour, it is a 
noteworthy fact that its students emphasise both its enormous 
inflow from abroad (leading finally to restriction) and its very 
imperfect, un-“ free ” internal distribution; and some go so far 
as to assert that the immigration problem is primarily that of 
more effective distribution of the new labour rather than its 
exclusion. In any case, both aspects of the problem run singu- 
larly counter to the classical assumptions. 

But of course the whole problem of geographic mobility in 
relation to the comparative cost principle is complicated still 
further by the facts of industrial and occupational friction within 
countries. Professor Taussig devotes a chapter of his recent 
book, International Trade, to the difficulties which “‘ non-com- 
peting groups ” raise for the Ricardian analysis: “‘ Are we to 
conclude that the more simple analysis with which we started, 
resting on the assumptions of homogeneity in labour groups and 
uniformity in wages, become quite inapplicable where there are 
heterogeneous social and industrial conditions and wide diver- 
sities of wages in any one country? ‘The answer depends not so 
much on the existence of non-competing groups in the several 
countries as on the similarity or dissimilarity of their make-up. 
. . . If the groups are in the same relative positions in the 
exchanging countries as regards wages—if the hierarchy, so to 
speak, is arranged on the same plan in each—trade takes place 
exactly as if it were governed by the strict and simple principle of 
comparative costs. . . . Now, in the Occidental countries—those 
of advanced civilisation in the Western world—as a rule the 
stratification of industrial groups proceeds on the same lines.” } 

If one accepts this generalisation for the advanced Western 
world (though perhaps all would agree that it raises just the sort 
of question on which economists desire more knowledge than is 

1 Taussig, International Trade, Chap. VI, pp. 48, 55, 56. 
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now available), it apparently has the effect of limiting the 
application of the comparative cost principle to the industrial 
countries of the West, and excluding not only Asia, Africa, South 
America, but also Russia, most of the Mediterranean countries, 
and some at least of the Scandinavian; and Professor Taussig’s 
analysis would suggest exclusion of the German chemical industry 
before the war, as resting on special cheapness and abundance of 
chemists and their assistants, and of some American industries in 
so far as they have benefited peculiarly from the use of cheap, 
unskilled immigrant labour, or “‘ poor whites ”’ in the south (not 
to mention the negroes)—industries of the southern states, the 
steel industry and the textile industries in the north. England’s 
“parasitic trades,” products of slum labour or other specially 
low-paid labour, would doubtless comprise another list of excep- 
tions. As to American immigrant labour, it is important once 
again to observe external mobility of labour producing internal 
immobility.1 . . 

The expression “advanced countries”’ suggests another 
major limitation upon the classical theory. Its premises do not, 
apparently, apply to the comparative internal and external 
geographic mobility of productive factors in countries of unequal 
economic advancement. Inferior organisation of capital and 
labour in the more backward country, inferior domestic banking, 
inferior internal means, of communication, inferior perception of 
economic opportunity—these are obstacles to free movement 
which far outweigh those commonly cited as impediments to the 
movement of factors from the more advanced countries. The 
movement of capital, and to a less degree of labour, is therefore 
likely to be more free from a more advanced to a less advanced 
country than is the internal mobility of factors in the latter. 
This is part of the explanation of great cosmopolitan sea-coast 
cities, foreign trading centres, nearer to Europe in their economic 
and cultural contacts and characteristics than to their own 
interiors, and relying upon Europe for finance, transport and 

1 Ware, The American Foreign-born Workers (p. 10), gives the following 
percentages of foreign-born workers in American basic industries : 

Iron and Steel . . ° . - 658 
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management; of the presence of large-scale foreign enterprise, 
mainly in the extractive industries; of the existence of problems 
of immigration or emigration, in countries and continents other- 
wise comparatively primitive, ‘‘ pre-economic,” to use Bagehot’s 
phrase. 

Even for the advanced countries the facts remain complex 
and generalisations about them not unfraught with some danger. 
This group contains some young countries and some old ones. 
As already stated, it contains countries which differ widely in 
their internal geographic mobility. It contains countries of 
essentially small unit enterprise and others of large-scale industry ; 
countries which differ widely in productive technique, in the 
proportion of capital goods applied to land and labour, even in 
enterprises of similar sort. It contains countries which have 
pursued a policy of self-sufficiency and others which have sought 
the widest possible development of international economic 
relations. It contains countries which have exhibited markedly 
varying degrees of liberality and conservatism as to import duties, 
a circumstance which would itself account in part for inter- 
national differences of prices and incomes. It contains countries, 
like the United States, as yet comparatively inexperienced in the 
export of capital, in which foreign bond issues must bear yields 
distinctly higher than domestic; and others, like England before 
the war, which have specialised in international finance, with 
effective marketing machinery, special knowledge of foreign 
countries to offset risks of distance, ignorance and inertia, the 
major part of whose organised distribution of new annual capital 
is external rather than domestic, and which enjoy in consequence 
special economies of large-scale enterprise in capital exportation 
compared with domestic distribution. One is reminded of Bage- 
hot’s cosmopolitan loan fund and his prediction that the econom- 
ists’ distinction between internal and external mobility of capital 
would be found to rest on no enduring foundation. That some 
capital is internationalised and moves freely from country to 
country in response to slight changes in prices, exchange rates, 
or interest rates is evidenced by the wide recognition of security 
movements, of both long and short term, as a substitute for, and 
preventive of, international gold flow. 

+ Whether for countries so diverse one can make any assump- 
tions, applicable to all, regarding comparative mobility of 
economic factors is a question not easily answered. One cannot 


1 I must add, though space forbids discussion, that I am not content with 
the gold flow explanation of trade adjustment, even when thus qualified. 
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say, for example, whether capital moves more freely within such 
countries than between them (with sufficiently greater freedom, 
that is to say, to constitute a difference in kind for the purposes 
of value analysis) until one has considered also the nature and 
importance of industrial and other barriers to its free internal 
movement. That an entrepreneur is frequently apt to think in 
terms of his industry rather than of political geography was 
observed by List, and also by Adam Smith. It is increasingly 
true as industry and trade have become larger in scale. Oil, 
copper, gold, steel, textiles, rubber, chemicals, automobiles, 
telephone and telegraph, electric power, agricultural machinery, 
the match industry provide an impressive and ever-increasing 
array of basic industries which have expanded in disregard of 
political frontiers. They represent in some cases the projection 
by one country into others of its capital, technique, special know- 
ledge along the lines of an industry and its market, as against the 
obvious alternative of home employment in other lines. They 
represent, in other cases, an international assembling of capital 
and management for world enterprises ramifying into many 
countries. They suggest very strikingly an organic inter- 
connection of international trade, movement of productive 
factors, transport and market organisation. 

Logically followed through the classical doctrine of inter- 
national trade contradicts itself; its conclusions contradict its 
premises. It is a theory of benefits from territorial division of 
labour. If, before trade, England and Portugal produce cotton 
cloth and wine, after trade is opened England will produce cloth 
for both and Portugal wine. This means national specialisation 
for the wider market. Specialisation is thus the characteristic 
feature and the root idea of international trade. But special- 
isation is the antithesis of mobility, in this case of domestic 
movement of productive factors. The point may be illustrated 
with the aid of Mill’s famous objection to Adam Smith’s “ vent 
for surplus ” principle of foreign trade, which he characterised 
as a “‘ surviving relic of the Mercantile Theory ” : 

“The expression, surplus produce, seems to imply that a 
country is under some kind of obligation of producing the corn 
or cloth which it exports; so that the portion which it does not 
itself consume, if not wanted and consumed elsewhere, would 
either be produced in sheer waste, or, if it were not produced, the 
corresponding portion of capital would remain idle, and the mass 


1 They represent, in some cases, the response of industries to tarifis and 
patent laws, providing one class of cases in which impediments to the flow of 
goods, produce a flow of productive factors. 
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of productions in the country would be diminished by so much. 
Either of these suppositions is erroneous. . . . If prevented from 
exporting this surplus it would cease to produce it, and would 
no longer import anything, being unable to give an equivalent ; 
but the labour and capital which had been employed in producing 
with a view to exportation would find employment in producing 
those desirable objects brought from abroad; or . . . substitutes 
for them. . . . And capital would just as much be replaced, with 
the ordinary profit from the returns, as it was when employed 
in producing for the foreign market.” 4 

It is to be doubted whether Mill to-day, or indeed the Mill of 
his later years, the writer of the chapter on the “ Tendency of 
Profits to a Minimum,” would care to stand by this passage in 
reference to England. There is no mention of an alternative in 
capital and labour outflow, although the Mill of the later chapter, 
not then concerned with Ricardo’s theory of international trade, 
was quick to see that possibility and to assess its relation to Eng- 
land’s economic development. England provides us to-day with 
the best illustration of the ultimate logical effects of international 
trade upon national economic organisation. Through special- 
isation in production for world markets, fostered by export of 
capital and labour from early colonial times down to the late war, 
and by a free trade policy, she has been able to concentrate 
capital and labour on a small amount of land in “ increasing 
return ” industries, and to buy the products of “ increasing cost ”’ 
industries from abroad. By such specialisation she has achieved, 
of course, enormous advantages ot territorial division of labour ; 
but in so doing she has no less clearly committed herself to a 
particular organisation of her productive effort. International 
trade is her raison d’étre. If cut off from foreign markets, it is 
difficult to see how “the labour and capital which had been 
employed in producing with a view to exportation would find 
employment in producing those desirable objects which were 
previously brought from abroad,” and this without loss of 
capital or profits. What Mill overlooked was the entire absence, 
under assumptions of predominant foreign trade, of comparable 
alternatives in purely domestic production; for by the very fact 
of specialisation for foreign trade such alternatives could not 
logically exist. He failed to see, indeed, that but for special- 
isation in world trade such concentration of labour and capital 
on little land would not be possible. What is more significant, 


perhaps, he failed to see the relation of international trade to ‘ 


1 Mill, Principles, Book III, Chap. xvii. pp. 579-80. Ashley ed. 
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national economic development, spread over time. For him the | 
problem was one of cross-section value analysis upon particular 
assumptions about mobility of factors. He failed to see that 
England’s capital and labour were products (results) of inter- 
national trade itself, but for which they would not have existed in 
any comparable degree. Having been created by international 
trade they stand committed to it, the only alternatives being, 
(1) a shift from some lines of international trade to others, 
(2) an international migration of productive factors, and (3) 
as a temporary stop-gap, support from the public revenues. 
Looked at from this standpoint, Mill’s principle appears less true 
and more naive than “the surviving relic of the Mercantile 
Theory.” 


II 


The classical theory of international trade dates from the first 
half of the nineteenth century. Since some modern economists 
recognise the relativity of economic doctrines to the circumstances 
of their times, the theory of international trade is sometimes 
referred to (though surprisingly little such comment has come 
from specialists in the literature of the subject) as sound for its 
time, sound in its fundamentals even yet, but in need perhaps of 
some modification with the changing conditions of the world. 
To my own mind the main assumptions of the theory bear little 
evidence of careful observation of the current and antecedent 
phenomena of the times out of which the theory emerged. This 
fact should appear from a brief survey of the earlier history of 
English foreign trade. 

In the Middle Ages and the early Modern period, international 
trade was peculiarly associated with progress. Communication 
was easiest by water, and this fact found expression in the rise 
successively of the Italian city states, the Hanseatic League, 
Portugal, Spain and Holland. Progress in industrial technique 
and market organisation was greater in international trade indus- 
tries than in the purely domestic.1 The trade involved, too, a 
considerable international diffusion of capital and enterprise, at 
a time when internal mobility was slight indeed. Thus the 
merchants of the Italian city states and the Hanseatic League 


1 ** Tf the putting-out system appeared in England on any considerable scale 
only in modern times, this was because of the relative backwardness of that 
country. A similar form of organisation had been common in the medizval 
towns of the Low Countries and Italy which manufactured for export.’ M. M. 
Knight, “‘ Recent Literature on the Origins of Modern Capitalism,’ Quarterly 
Journal of Economics, May 1927, p. 524. 
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spread their capital, and themselves resided, throughout Western 
Europe and the Levant. The League merchants promoted 
agriculture in Poland, sheep-rearing in England, iron production 
in Sweden, and general industry in Belgium.! On the decline of 
the League its capital and its merchants emigrated to England 
and Holland. Adam Smith observed this fact, recognised the 
relation between international trade and capital migration, and 
in that connection made his famous remark about the mobility of 
merchants : ‘‘ A merchant, it has been said, very properly, is not 
necessarily the citizen of any particular country. It is, in a great 
measure, indifferent to him from what place he carries on his 
trade, and a very trifling disgust will make him remove his 
capital, and together with it all the industry which it supports, 
from one country to another.” 2 It was partly by reason of this 
instability of mercantile and industrial capital that Smith, who 
was a nationalist of nationalists, objected to the encouragement 
of international trade and industries dependent thereon; in a 
“‘ natural” order capital would go first into agriculture at home 
and become planted in the soil: ‘‘ No part of it (capital) can be 
said to belong to any particular country till it has been spread 
as it were over the face of the country, either in buildings or in 
the lasting improvements of lands. No vestige now remains of 
the vast wealth said to have been possessed by the greater part 
of the Hanse towns.” 

International trade prior to the nineteenth century strikingly 
displays a movement of the factors of production underlying, 
requisite to and proceeding out of the anticipation of profits to 
be made by international extension of markets and raw material 
resources. There was general recognition among writers and 
statesmen, including Adam Smith, that the same profits motiva- 
tion which moved goods could move also the labour and capital 
requisite to produce them effectively. The Whigs in the eigh- 
teenth century, like the Manchester School in the nineteenth, 
were inclined to disparage the movement. Like the distant trade 
of the East India Company, the American trade seemed to divert 
labour and capital that could be usefully employed on English 
soil, without conferring any compensating advantage. This 
objection was stated and effectively answered by William Penn ® 
and others who dilated on the superior advantages to capital and 
labour in the New World and the benefits to England of their 
transfer. The slave trade found favour with many because it 

1 List, National System of Political Economy, Book I, Chap. ii. p. 100. 

2 Wealth of Nations, Book III, Chap. iv. 


5 The Benefit of Plantations, in Select T'racts relating to Colonies (Brit. Mus., 
1029, ¢.16). 
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would prevent the draining off of Englishmen and lessen the 
danger of establishment of competitive industry.! 

In this field, as always, Adam Smith was a close observer of 
facts. Though in his view home employment is nationally more 
advantageous than foreign, and in a “natural” order capital 
and labour will go first into home industry —capital export, 
equally with goods export, being in the nature of a surplus—he 
is careful at all times to say that domestic application of factors 
will be preferred only on “ equal or nearly equal profits.” If 
under natural conditions (7.e. in the absence of special mono- 
polies) the rate of profits were higher in foreign (colonial) trade, 
that would indicate the trade was understocked, productive 
factors would flow into it, costs of foreign goods would fall, to 
the benefit of home production and consumption, English exports 
would increase, and in this way the domestic application of 
labour and capital would be increased.” 

Mill was struck with the significance of the same set of facts 
as Smith observed in the colonial trade: ‘‘ There is a class of 
trading and exporting communities on which a few words of 
explanation seem to be required. These are hardly to be looked 
on as countries, carrying on an exchange of commodities with 
other countries, but more properly as outlying agricultural or 
manufacturing establishments belonging to a larger community. 
Our West India colonies, for example, cannot be regarded as 
countries with a productive capital of their own. If Manchester, 
instead of being where it is, were a rock in the North Sea (its 
present industry continuing) it would still be but a town of 
England, not a country trading with England; it would be 
merely, as now, a place where England finds it convenient to 
carry on her cotton manufacture. The West Indies, in like 

1 The slave trade was, of course, quite literally international trade in men, 
an exchange of men for goods; the migration of free men and of capital was an 
essentially similar process based on essentially similar motivation. Present and 
prospective profits from trade did not buy free men and translate them into the 
production which created the profits, but it offered prospect of high wages and 
return to capital and induced their movement. 

2 Nicholson cites Smith’s recognition of the international mobility of capital 
as one of his significant ‘‘ lost ideas ’’: ‘‘ In what may be called the pure theory 
of foreign trade it is assumed that between different economic nations there is no 
mobility of capital or that the mobility is so imperfect that for theory it may be 
neglected. Adam Smith, on the other hand, held the view confirmed by 
experience (and it may be said in harmony with the ‘ modern’ principle of con- 
tinuity) that foreign trade can only be carried on by sending a certain amount of 
capital out of the country. . . . These lost ideas have again been forced on the 
public attention by two significant facts: first, the enormous investments of 
British capital in foreign states; and secondly, the increasing tendency in recent 
years in the commercial policy of other nations towards the protection of native 


industries.” J.S. Nicholson, A Project of Empire, p. xiii. 
P2 
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manner, are the place where England finds it convenient to carry 
on the production of sugar, coffee and a few other tropical com- 
modities. All the capital employed is English capital; almost 
all the industry is carried on for English uses. . . . The trade 
with the West Indies is therefore hardly to be considered as 
external trade, but more resembles the traffic between town and 
country, and is amenable to the principles of the home trade. 
The rate of profit in the colonies will be regulated by English 
profits : the expectation of profit must be about the same as in 
England, with the addition of compensation for the disadvantages 
attending the more distant and hazardous employment; and 
after allowance is made for those disadvantages, the value and 
price of West India produce in the English market must be 
regulated . . . like that on any English commodity, by the cost 
of production.” 4 

In attempting to ascertain the precise range of application 
of this suggestion of Mill’s, so strikingly in contrast with his 
general theory of international trade, I find it a matter of the 
utmost difficulty where to draw the line. Though he mentions 
several peculiarities of the case of these colonies, the decisive 
ones, clearly, are that England finds it convenient to produce 
certain goods there (as is indeed true of all international trade), 
and that this convenience actuates the movement of English 
productive factors, tending to produce an equality of profit 
“ after allowance is made for the disadvantages ”’ of distance and 
risks. This applies certainly to very much of English trade in 
the nineteenth century. On these precise principles, England 
has found it convenient to produce wheat and meat (and for that 
purpose to export capital) in Argentina, gold and wool in Aus- 
tralia, minerals and food products in Africa, raw materials and 
foods in the United States and Canada through the greater part 
of their history; nor was her nineteenth-century trade with 
Western Europe devoid of these same characteristics, though 
there the goods trade and the movement of capital were not so 
directly and obviously linked together. Once again we find the 
suggestion that the same profits motivation that moves goods 
tends to move factors of production, and that foreign trade tends 
to produce an extension of productive factors over the expanding 
market area. It is true that this applies with special force to the 
development phase of international trade, and particularly to 
trade between unequally developed areas; but how much of 
foreign trade, first and last, escapes from these limitations? It 
is one question whether, under conditions of an approximately 
1 Principles, Book III, Chap. xxv. § 5, pp. 685-6. 
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uniform development of nations, the factors do not move more 
freely within than between them, and whether (which is a different 
and a more important question) we cannot for purposes of value 
theory abstract in our analysis of goods trade from the move- 
ments of factors which do in fact occur under these conditions. 
But given a lack of uniform development, an uneven world 
apportionment of capital and labour and managerial skill to land 
and to economic potentialities, and given an uneven development 
of communication, external and internal, the traditional ‘‘ ob- 
stacles ’ to movement must be measured against the “ pull”’ of 
economic incentive if our interest in foreign trade is to discover 
and assess what really happens, rather than what dught to 
happen under particular assumptions. And the negative fact 
that even under these conditions incomes are not made uniform 
internationally is not a sufficient excuse for avoidance of a more 
positive analysis than the economists have given us of the 
economic effects of the enormous and increasing drift of capital 
and labour over the world’s surface. 

To understand the industrial revolution a sense of continuity 
is indispensable. While it is never possible to ascribe complex 
economic changes to simple or single causes, it is increasingly the 
view of the historians that the industrial revolution was primarily 
a phenomenon of expanding markets. There followed a 
geographical and social, as well as an industrial, transformation 
of internal productive effort. Industries moved to new sites, 
employers cried out against old legal and customary restraints, 
while labourers sought to resist change and movement by invoking 
them, and economists (particularly the lesser lights, outdoing as 
always the creative thinkers) set forth as infallible and universal 
economic law new doctrines of economic liberty which were, like 
all the other changes mentioned, the product of the times and 
circumstances. For us, the theoretical question raised is as to 
the adequacy of a method of analysis which, taking a cross-section 
view in that moment of time, to fit those conditions so created, 
assumes as a first fact national entities, economically organised, 
internally mobile and coherent, and then attempts to study con- 
tacts between them on the assumption that international mobility 
of factors is so imperfect that for value purposes it may be 
ignored, British economic development to their time, including 
the domestic economic organisation which they were analysing, 
seems to suggest that the economists’ foreign trade assumptions 
ignored organic elements of the problem. 

Joun H, WILLIAMS 
Harvard University. 








RICARDO ON MALTHUS 


Notes on Malthus’ “ Principles of Political Economy.” By 
Davip Ricarpo. Edited with an introduction and notes 
by Jacop H. Hotianper and T. E. Gregory. (Johns 
Hopkins Press, Baltimore, and Humphrey Milford, Oxford 
University Press, London. 1928. pp. 364. 8vo. Cloth, 
22s. 6d.) 


RicaRDo’s grasp of an argument is so strong that every 
available writing of his will be read by admirers at least once, 
and, if the Notes recovered by Prof. Hollander in 1919 had 
not been published, there would have been a general regret for 
a possible loss. We have not so many minor writings of the 
economic fathers that we can say, as Hegel of Chrysippus, 
*‘ Thank heaven they have not survived.’’ The Notes of Malthus 
on Adam Smith are probably those of the Inverarity lectures in 
the Marshall library at Cambridge. There may be correspondence 
between Ricardo and James Mill, a desideratum of Prof. Hollander 
(Introd. to present vol. x). The Notes of Ricardo on J. B. 
Say (Ric. to M., p. 178) are still missing. The Notes of Ricardo 
on Malthus are now before us in the present book. 

The title in Ricardo’s clear hand is lithographed for us at the 
beginning of Prof. Gregory’s portion of the book: “ Notes on 
Mr. Malthus’ work, ‘ Principles of Political Economy, considered 
with a view to their practical application.’ By David Ricardo.” 

Text and commentary are both of 1820. The manuscript 
of the Notes seems to have been within reach of J. R. MacCulloch 
in 1846 when he brought Ricardo’s Works together into a book 
(see his Preface there), but it was not included; and the Notes 
fell out of memory (Introd., x), with most things Ricardian, 
until what Ashley pleasantly called the “rehabilitation of 
Ricardo,” forty years afterwards. There is a sign of intended 
publication in the phrase, ‘I fear I am wearying the reader” 
(Notes, p. 204; cf. Introd., xciv). 

Gibbon says of one of his most admired authorities that 
“his patience and sureness of foot can be trusted to find the 
way on the most slippery heights.” The like praise must be 
given to the two editors of this book. It was difficult to cover 
the ground without “cumbering ” it. Ricardo could not have 
fallen into better hands. 
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There was to have been a close partnership, in which the two 
professors were to have laboured in both sections together. The 
ocean foiled that excellent plan. We now have, instead of it, 
(1) an Introduction by Prof. Hollander, giving (a) the genesis 
of the Notes and (b) the development of Ricardo’s speculations 
carried on in face of his friend’s criticism (i to evi). 

We have (2) the Notes thémselves, with concise summaries, 
by Prof. Gregory, of the Malthusian text so annotated. The 
summaries are a great boon, for the Notes assume a knowledge 
of the text, quoting only enough for identification of the annotated 
passages. ‘“‘I have made notes,” Ricardo writes to Malthus, 
“on every passage in your book which I dispute, and have 
supposed myself about publishing a new edition of your work, 
and at liberty to mark the passage with reference to a note at 
the bottom of the page. I have, in fact, quoted three or four 
words of a sentence, noting the page, and then added my com- 
ment ” (Introd., xvi; cf. xv). The analysis made in the Intro- 
duction is full; but the reader who contents himself with it will 
miss sidelights on character and happy feats of expression. Even 
more than the Introduction, the Text of the Notes alongside of 
the Summaries brings out the different intellectual bent of the 
two men. Because Malthus knew that both were sincerely 
seeking the truth, he wrote pathetically on Ricardo’s death : 
*‘T cannot but think we sooner or later must have agreed ”’ (Ric. 
to M., p. 240). The personal equation cannot be completely 
conquered even by love of truth. It would rather appear that, 
in studies not admitting demonstration, truth is helped forward 
by something like the party-system in politics, differences bring- 
ing thorough discussion and examination (cf. Introd., xi, top). 
There was in this case just enough agreement on general principles 
to make discussion profitable. The whole of the “ Notes” are 
one long illustration of the divergence against which both 
struggled, and struggled in vain. The successive steps of it are 
excellently brought out in the Introduction. For example, we 
hear (xxxxvi) that, though Ricardo sucked no small advantage 
from Malthus on Rent (1815) and the Observations on the Corn 
Laws (1814), he was not content to receive a new idea, but was 
moved to fit it into a new economic system, which he proceeded 
to construct for himself, going on all the time farther and farther 
away from his friend. Witness his appeal to Malthus (1816) : 
“IT wish much to see a regular and connected statement of your 
opinions on what I deem the most difficult and perhaps the most 
important topic of political economy, namely, the progress of a 
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country in wealth and the laws by which the increasing produce 
is distributed’ (Introd., xxxvii). The appeal may possibly 
have suggested the last chapter of Malthus’ Political Economy, 
1820, on the Immediate Causes of the Progress of Wealth. It 
certainly produced no agreement. To Malthus high rents 
remained the sign and symptom of a progressive society, to 
Ricardo high profits (xxxix). We can detect reservations; they 
would need to be very large reservations indeed before we could 
accept either view in our own day. 

A few years afterwards (1823) ‘“‘the most difficult question 
in Political Economy ”’ is not Progress or its laws, but the Measure 
of Value (Ric. to M., p. 230). There is no great inconsistency. 
Like the squaring of the circle, the discovery of the Measure of 
Value might be the hardest problem without being ‘‘ the most 
important.’ Prof. Hollander gives an adequate and therefore 
not a long consideration to it (xxii-xxxiv). Malthus, after 
taking a mean between corn and labour as his measure, came 
back to Adam Smith’s measure, “‘ labour commanded.”’ Ricardo 
resisted the temptations of MacCulloch and would not take 
labour expended (or cost in labour), towards which he had 
seemed to be drifting; he declared himself content with gold as 
a tolerable practical measure (xxxii). In his Economical and 
Secure Currency (Sect. II. 400, McC.’s ed.) he pushed aside what 
is now called an index-number and is our nearest approach to a 
Measure of Value. Statistically, though attempts had been 
made by Shuckburgh-Evelyn and Wheatley, the times were 
not ripe for it. 

There is a masterly account of the controversy on Rent 
(xxxv-—Ixvii), in which Prof. Hollander usefully incorporates the 
substance of an earlier investigation of his own.! Of the three 
chief differences between the two men, the first is in regard to 
Marginal Rent: “ As long as land of the next poorer quality to 
the poorest in use is freely available, there will be an extensive 
margin or no-rent land, and an intensive margin or a no-rent 
use of land” (1). ‘‘ Differential costs in extensive cultivation, 
diminishing returns in intensive,” was becoming the accepted 
formula. 

It was argued by J. B. Say that the so-called no-rent margin 
of agricultural land really paid rent—rent for the uses other than 
agricultural. He was hard to convince (li) that there was such 
a thing as intensive use ‘‘ with a marginal increment of product 


1 Quarterly Journal of Economics, Vol. ix, 1895, pp. 175 seqg.: The concept of 
Marginal Rent. 
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derived entirely from no-rent uses of land”; that the repeated 
“doses,” in James Mill’s phrase, would be applied beyond the 
point where they paid rent. Malthus already adopted Say’s 
contention (liii) on the ground that “ uncultivated land” in a 
civilised country “ always yields a rent in proportion to its 
natural power of feeding cattle or growing wood.” ! John Mill 
wrote later (Pol. Econ., iii, vi, quoted in the Quarterly article 
on Marginal Rent, p. 176): ‘‘ When land capable of yielding 
rent in agriculture is applied to some other purpose, the rent 
which it would have yielded is an element in the cost of pro- 
duction of the commodity which it is employed to produce ” ; 
and Jevons even counts this the normal case (Pol. Hcon., 2nd ed., 
Pref., xlvii—xlviii, quoted 7b.). Malthus for his part in 1820 had 
given himself away: “It will always answer to any farmer 
who can command capital to lay it out on his land, if the additional 
produce resulting from it will fully repay the profits of the stock, 
although it yields nothing to his landlord” (p: 82). Ricardo 
quotes this in full, and adds with a ring of triumph: ‘“ There 
may then be some additional produce which yields no rent to 
the landlord ” (p. 82). What need we any further witness ! 

The second chief dispute concerned agricultural improvements. 
Ricardo had contrasted his general attitude with his friend’s in a 
letter of 1817 (quoted Introd., Ixxxviii): ‘‘ You always have in 
mind the immediate effects; I fix my whole attention on the 
permanent state of things which will result from them.” But 
here, as Malthus complains in his book of 1820, it was Ricardo 
who laid stress on the immediate effect of the improvements, 
namely, a tendency to lower rents. In the long run, both agreed, 
the improvements create a chain of tendencies leading to a rise 
of rents (lv,? lviii, lix). Malthus, more favouring the landlords, 
rejoices in the eventual increase. Ricardo protests that he 
must not be set down as an enemy of the landlords (Ivii). He 
had pointed out their plight; it was the common lot of man. 
“‘ Great improvements in any branch of production are in their 
first effects injurious to the class who are engaged in that branch ”’ 
(Notes, p. 51). It is the idea developed at large by Philip Wick- 
steed (Common Sense, 1910, pp. 351-4). “‘ Because it is my 
social function to supply the world as well as I can with a certain 
thing, I dread the world’s being so well supplied with it that I 
shall be able to get little or nothing for supplying more.” (l.c., 
p. 351.) 


1 For other references to ‘‘ various uses ”’ see |, lii, 30, 32, 83, 85, 182. 
2 There seems to be an accidental transposition of names near the foot of 
p. lv, reversing the réles of the two men. 
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This touches the third of the really serious differences in 
regard to the landlords and rents. Malthus had tried to show that 
the interest of the landlords was that of the whole State; but, 
to Ricardo, their interest, being sometimes for scarcity and 
against improvements, was “‘ opposed to that of the consumer and 
manufacturer ” (Ix). The English landlords wanted to furnish 
our whole supply, while it might be our interest to use “ other 
machines,”’ get our food more cheaply, and have the more to 
spend on other things (lxiv). 

After the theory of Rent comes the theory of Wages and Pro- 
fits, discussed at much less length (Ixvii-Ixxv). What hindered 
agreement was in some degree Ricardo’s use of old terms in a 
new sense; natural price is “‘ what is necessary to supply con- 
stantly a given demand ” (lxix); high wages are a high proportion 
of the produce as compared with the employer’s proportion ; 
high profits likewise, mutatis mutandis (cf. lxi). ‘“‘ Profits, in 
fact, depend on high or low wages and on nothing else ”’ (Ixxiii) ; 
always in this special sense of “‘ high ” and “low.” So Ricardo 
(Ixxviii, xciv), with Say and James Mill, uses Distribution in 
what is now the common acceptation among economists, allot- 
ment among producers of their several shares in the product; 
Malthus clings to the older and looser sense of sharing amongst 
consumers generally. Neither Malthus nor Ricardo is blind to 
the rising standard of living; but Malthus lays the greater stress 
on it. “‘ Even when wages are high, different results may follow 
—a rapid increase of population or a decided improvement of the 
mode of living ”’ (Ixvii). 

Incidentally we hear of the influence of John Barton’s 
“‘Labouring Classes’ (1817), Ricardo learning its lesson later 
than Malthus but more effectively (Ixx). Malthus was actually 
more on the side of orthodoxy, if orthodoxy means the views of 
J. R. MacCulloch, whereas Ricardo writes: ‘‘ If capital is realised 
in machinery there will be little demand for an increased quantity 
of labour.” 1 Ricardo’s theory is summed up by Prof. Hollander 
as follows (Ixxi) : “‘ In a progressive society the increase of income 
and the foregoing of expenditure result in the accumulation of 
capital. Such accumulation creates new demands for labour. 
The growth of population is thereby stimulated and the additional 
food requirement compels the cultivation or improvement of 
inferior lands. Profits will fall not only because of the increase 
in wages but, more important, because more labourers will be em- 
ployed without affording a proportionate return of raw produce.”’ 


? For his later, more pronounced view, see R. to M., p. 184, 
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This is a good concise statement of the situation in 1820, 
hardly conceivable to Englishmen of 1929, when British agri- 
culture has little or no effect on general wages, and when the 
elasticity of the market of labour has given place to the rigidity 
of trades union rates. At that time we were told that to be 
arbiters of their own destiny the workers must keep the market 
understocked with labour (Ixxiv). At present, 1929, we have 
over a million unemployed without any reduction in the trade 
union rates of those already employed. 

Malthus did not prophesy these things, nor did Ricardo. 
But Prof. Hollander observes that Malthus foresaw “ an increase 
in the rate of profits in this country for twenty years together, 
at the beginning of the twentieth century, compared with the twenty 
years which are now coming on [1820-40], provided this near 
period were a period of profound tranquillity and peace and 
abundant capital, and the future period were a period in which 
capital was scanty in proportion to the demand for it owing to a 
war, attended by the circumstances of an increasing trade and 
an increasing demand for agricultural produce similar to those 
which was experienced from 1793 to 1813” (Pol. Econ., p. 325, 
“ Notes,”’ Ixxiv, 150). This evokes from Ricardo a note worth 
giving in full: ‘‘ What a number of conditions! The only one 
of importance is the abundance or scarcity of capital compared 
with the demand for it, which is saying in other words that, if 
in the beginning of the twentieth century the comparative 
quantity of capital and labour should be such that the labourers 
should not be able to command so large a proportion of the produce 
obtained on the last land, profits will then be higher On these 
conditions there is no denying the conclusion. Whether they 
will be so or not must depend on improvements in agriculture— 
or on the permission by law to import corn without restrictions 
from other countries ” (p. 150). 

“Perhaps the most successful prophecy in the whole body 
of the classic economic literature,” writes Prof. Hollander (lxxiv) 
of that forecast of Malthus. Malthus has also uttered one of 
the most grievously mistaken prophecies on record (Hollander, 
p. xevii), namely, the ruin of France from the compulsory division 
of property. Ricardo’s withers were unwrung: “I cannot 
participate with Mr. Malthus in his fears for the duration of a 
free government under such a system ” (xcix, 211, in reference 
to Pol. Econ., pp. 433-4). 

Confronted in England with agricultural distress and un- 
profitable farming, Ricardo found the farmer’s plight due to 
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“‘ bumper crops,” and his decline of profits normal and inevitable 
(xxv; ef. civ, cvi); Malthus found it unnecessary and remediable. 
Cobbett and Western blamed the currency, ‘dear money.” 
Malthus, allowing that dear currency had injured agriculture (civ), 
thought that there was a remedy if we could increase the produce 
and the value of it together (Ixxvii-—viii), the demand being 
as essential as the supply, and if to that end we could always 
keep up a body of unproductive consumers to take off the produce. 
Ricardo considered that the demand could be taken for granted 
over the whole field, and agreed with James Mill and Say (which- 
ever comes first) that production creates its own market (1xxxii) ; 
there could be bad adaptation of supply to demand in particular 
cases, but no universal glut. Ricardo, fond of superlatives, 
thinks the doctrine of Malthus about gluts “the most important 
topic in his book ’”’ (Ixxxv). 

The subject is worn threadbare; and it is enough to say, first, 
that Prof. Hollander traces the history of the theory with patient 
lucidity; secondly, that recent discussions on the Unemployed 
have shown that there is still a use for the weapon wielded by 
James Mill and Say, and Ricardo after them; thirdly, that the 
same necessity of equivalents figured and still figures in discussions 
on foreign trade. ‘‘ Extension of the market and free trade are 
two names for the same thing,”’ says Ricardo; ‘‘ abundance of 
commodities can never be otherwise than beneficial.’ To 
Malthus these are ‘disastrous presents’’ unless accompanied 
with demand (xci). 

Foreign trade is discussed, from various angles, in the Intro- 
duction (xcix-cvi). Malthus thought it added to values and 
benefited chiefly the capitalist. Ricardo, in his own Political 
Economy and Taxation (quoted Introd., c) says: ‘‘ No extension 
of foreign trade will immediately increase the amount of value 
in a country, although it will very powerfully contribute to increase 
the mass of commodities, and therefore the sum of enjoyments.” 
The chief benefit is not the capitalist’s but the consumer’s (ci). 

Here comes in the old difference between “long run” and 
short view, where the opponents may be substantially at one; 
but there remains the question of unproductive consumers— 
are they a blessing or not? On this question no agreement was 
possible. Malthus thinks the body of unproductive consumers 
should vary in different countries and at different times according 
to powers of production (cvii; cf. 132)—perhaps an obscure antici- 
pation of an “optimum.” If a sponge could be applied to the 
National Debt, the nation, “‘ instead of being enriched, would be 
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impoverished ”’ because of a shrinking in demand and consumption 
(cix). Peace had brought distress because of ‘“ the diminution 
of the whole amount of consumption and demand.” England 
and America “suffered the least by the War, or rather were 
enriched by it, and they are now suffering the most by the Peace,”’ 
wrote Malthus in 1820 (Pol. Econ., p. 501), and he explains the 
phenomenon by the less taxation and greater saving occurring 
in those two countries in consequence of the Peace. 

Ricardo is lively in reply. ‘“‘A body of unproductive 
labourers 2 are just as necessary and as useful with a view to 
future production as a fire which should consume, in the manu- 
facturer’s warehouse, the goods which those unproductive 
labourers would otherwise consume ”’ (p. 233; cf. p. 235). “ Mr. 
Malthus never appears to remember that to save is to spend as 
surely as what he exclusively calls spending ”’ (cxi). 

The Notes deal little with Taxation, Malthus having dealt 
with it little, an omission (it may be remarked) not supplied in 
his second edition, 1836. 

They conclude (p. 246) with a mention of the good effects of 
Redemption of Debt. ‘‘ After the annihilation of the debt we 
should have no more capital or revenue than before; it would 
only be differently distributed. Inasmuch as the payment of 
the debt would relieve us from a great load of taxation, it would 
diminish the temptation to remove capital from this country to 
others not so burthened. It would relieve us from the army 
of tax-gatherers, revenue officers, and smugglers who are now 
supported out of the industry of the country, and which aggravates 
the evil of the taxes. Many other collateral benefits would result 
which it would not be expedient now to enumerate.” 

This is his last word in the Notes. The Essay on the Funding 
System written in the same year, 1820, for the Encycl. Brit. con- 
tains a passage directed against (a) those who oppose redemption 
on the ground that it would cause a general glut (Ric., Works, 
ed. MacC., new ed., 1876, p. 534), and (b) those who, contrariwise, 
think it would create a demand beyond possible supply (ib. 
pp. 535-6). As is well known, Ricardo was so eager for redemption 
that he was prepared for a Capital Levy (ib., p. 539).8 

Great and small, we have all committed misprints. The great 
Ricardo committed one in the “Funding System,” to be negligently 


1 In tho Introd., cix, line 3rd from foot, ‘‘ least” and ‘‘ most” have changed 


places. 

2 Malthus says ‘‘ consumers”’ (Pol. Econ., p. 463) and Ricardo adopts the 
phrase in Notes, p. 235. 

3 See letter to Heathfield in R. to Trower, pp. 96-100. 
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followed by MacCulloch (see Trower, p. 97, note); the great 
Malthus carried one through all editions of his Essay (see reprint 
of First Essay, Notes, p. xxvii). There are not a few in the 
present book, for which (beyond the irreducible minimum allowed 
to all authors) we must blame the Ocean.1 


J. Bonar 


1 For misprints (besides the two already recorded supra) see Introd., xxv, 
xxx, xliv, lii, lxxxv, xc, exvi. Notes, 42, 43, 47, 52, 63, 86, 99, 104, 106, 145, 
154, 158, 168, 175, 229. 





SMALL FARMS IN NORTHERN IRELAND 


1. THE question of the best economic and social unit for 
agricultural production has received a considerable measure of 
attention in recent years, and the claims of the small farm have 
been advocated strongly. There is, however, comparatively little 
information available regarding the economic position of small 
farms in Great Britain and, in consequence, the experience of 
continental countries has received a great deal of study from 
British economists. The following examination of the position 
of small farms in Northern Ireland, as revealed by the Census of 
Agricultural Production of 1925, may therefore be of interest. 

2. The total area of Northern Ireland is 3,351,444 acres, or 
more than half a million acres less than the area of Yorkshire. Of 
this area slightly over 2,460,000 acres were cultivated land under 
crops and grass in 1925. In that year Northern Ireland contained 
over 104,000 separate agricultural holdings exceeding one acre in 
size, or rather more than a quarter of the total number in England 
and Wales, and a third more than in the whole of Scotland. It is 
obvious, therefore, that the average size of farms must be small— 
averaging only 23} acres of crops and grass per farm as compared 
with over 63 acres in England and Wales and over 61 acres in 
Scotland. Less than 15 per cent. of the agricultural area of 
Northern Ireland is on farms over 100 acres in area, whereas in 
England and Wales two-thirds of the area under crops and grass 
and in Scotland 70 per cent. of the area under crops and grass is 
on farms above 100 acres in size. These figures are all the more 
remarkable when it is remembered that in Northern Ireland all 
the land on the farm—turf bog, marsh, mountain, woods and 
plantations and all classes of waste land, as weli as the area used 
in agricultural production—is taken into account in arriving at 
the size of the holding. In Great Britain, on the other hand, 
only the area under crops and permanent grass is taken into 
account in the statistics of the number and size of holdings. In 
Denmark in 1919, no less than 19-8 per cent. of the area of farm 
land (cultivated and uncultivated) was on holdings above 150 
acres in size, so that the preponderance of small holdings is even 
greater in Northern Ireland than in Denmark. 

3. The value of the gross output of agriculture in Northern 
Ireland in 1925 is estimated at £15,072,515 and the value of the 
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net output at £11,185,000.1_ The latter sum represents the gross 
output less the expenditure of farmers on imported or manufactured 
animal feeding stuffs (£3,100,000), fertilisers (£400,000), agricul- 
tural seeds (£275,000) and the cost of scutching flax (£113,000). 
The net output represents the sum available for the payment 
of rent, rates, wages and taxes as well as profit to the farmer. In 
the following paragraphs an attempt is made to estimate the 
distribution of the net output among the different agents of 
production. 

Rent Charge.—The majority of the farmers of Northern Ireland 
are either owners or well on the way to becoming owners of their 
farms through the operation of the various Land Purchase Acts. 
On the 3lst December, 1925, almost one million nine hundred 
thousand acres had been bought out under the various Land Acts, 
with a total purchase price of £21,245,358, of which £20,880,093 
was advanced by the State.2 In 1925 the annuities paid in respect 
of Land Purchase advances under these Acts (1870 to 1909) 
totalled £636,085. A certain part of this payment represented a 
sinking fund in order to wipe out the advance made by the State, 
and the actual sum paid in interest was probably around 520-525 
thousand pounds. This sum is too small however, by (1) the 
rental paid by unbought tenants and (2) the value of the rental 
of lands which are owned by the occupier not subject to any 
annuity or charge. 

A better idea of the rent charge upon the industry—whether 
in the form of an actual rent paid to a superior or a land purchase 
annuity—can probably be obtained by taking the fair rents which 


1 The Agricultural Output of Northern Ireland, 1925, Belfast, 1928, Cmd. 87. 
The value of the gross output per acre in Northern Ireland in 1925 was about 
£6 3s. as compared with about £8 15s. per acre in England and Wales. It is necessary 
to remember, however, that the gross output of the live stock industry in England 
and Wales includes the value of animals which have been imported from Ireland in 
shore condition, but fattened and finished for the butcher by English graziers. 
Further, the level of agricultural prices in Northern Ireland in 1925 was in many 
cases lower thanin England and Wales. The following table compares the prices 
at which certain important crops and live stock products were valued in the two 
countries in the census year : 











Commodity. N. Ireland. England and Wales. 
Potatoes. F , 53s. 4d. per ton 92s. per ton 
Whole Milk. s f ls. per gallon ls. 14d. per gallon 
Butter ‘ ‘ ‘ ls. 5d. per Ib. ls. 93d. per Ib. 
Heneggs . F : 15s. 74d. per 120 17s. 6d. per 120 











2 Ulster Year Book, 1926, p. 18. % Idem, p. 63. 
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were fixed by the Irish Land Commission. Under an Act of 1881, 
a tenant or landlord in Ireland could apply to the County Court or 
to the Land Commission (generally the latter) to fix a judicial 
rent for the holding, or the parties could agree on a rent and 
apply to have the agreement filed. The rents so fixed remained 
payable for a statutory term of fifteen years, after which either 
party could apply to have a judicial rent fixed for a further 
statutory term and so on every fifteen years. 

Judicial rents were fixed in respect of no less than 107,809 
holdings with an acreage of 2,323,690 acres.! It seems broadly 
true to say that judicial rents were fixed in respect of practically 
the whole agricultural area of the country. The first-term 
judicial rent fixed in respect of this total area was £1,339,845. 
Only 1,181,413 acres of land had second-term rents fixed, but by 
the time the original period of fifteen years had expired many 
farms had been dealt with under one or other of the Land Purchase 
Acts. The second-term rents fixed by the Land Court showed an 
average reduction of 22-7 per cent. below the first-term rent. It 
is probable that all things taken into consideration somewhat 
similar reductions were obtained by tenants who bought out their 
farms, so that this percentage reduction may be applied to the 
whole £1,340,000 fixed by the Land Commission as first-term fair 
rents. The result is to give a figure of approximately £1,040,000 
to represent the payment made by Ulster farmers in respect of 
the “rent” of their lands. It will be appreciated that this 
payment may be made either in the form of a land annuity or 
of an actual money rent to a landlord. 

The rent payment of Ulster farmers differs very appreciably 
from the rent payment of farmers in England and Wales. A mere 
examination of the relative proportions of the gross output of 
the farming industry in the two countries which is assigned to 
rent is sufficient to reveal the wide difference between “ rent ”’ in 
the two countries. On the calculation above approximately 
7 per cent. of the gross output of the Northern Ireland agricultural 
industry is paid in rent as compared with 19 per cent. in England 
and Wales.2 But in England and Wales the landlord has sunk a 
great deal of capital in the improvement of the farm and in the 
erection of buildings. In Northern Ireland, on the other hand, 
the buildings and improvements have been made by the tenant, 
and the rent paid is virtually economic rent for the land itself. 

Wages.—The total number of male hired labourers employed 

1 Ulster Year Book, p. 17. 


2 See The Agricultural Output of England and Wales, 1925, Cmd. 2815, p. 115. 
No. 154.—voL. XxXxIx. Q 
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in agriculture in Northern Ireland in 1925 was 37,951, of whom 
13,293 were returned as casual labourers. Assuming that the 
latter were employed on the average for six months in the year, 
the total cost of farm wages (including allowances) would be 
approximately £2,030,000 at an average rate | of 26s. per week 
for adult workers and 15s. per week for boys under eighteen. 
This estimate excludes the wages of hired female labourers, of 
whom the numbers in 1925 were 4,530 permanent and 1,698 
casual. It is probable, however, that many of these women 
labourers are partly engaged in domestic duties. They are, 
indeed, in much the same position as female members of farmers’ 
families, who in addition to the performance of household duties 
are frequently employed in milking, butter-making and, at some 
seasons of the year, work in the fields, in addition to having charge 
of the poultry of the farm. 

Rates on Agricultural Land.—The next charge which has to be 
deducted from the value of the gross output is rates upon agri- 
cultural land. 

The cost of the relief of rates on agricultural land in Northern 
Ireland under the Derating Scheme is estimated at £457,000.? 
This sum represents a charge of about 3 per cent. of the value of the 
gross output in 1925. It is of interest to compare this figure with 
that for England and Wales. In 1924-25 the estimated amount 
of rates collected on agricultural land in England and Wales is 
stated to have been £3,830,000, or approximately 1-7 per cent. of 
the value of the gross output. It is apparent, therefore, that the 
burden of rates on agricultural land has been appreciably more 
onerous in Northern Ireland than in England and Wales. 

The rateable valuation of farm buildings in Northern Ireland 
is not shown separately, but a relief of rates in respect of one- 
third of the combined valuation of the farm-house and buildings is 
estimated to cost £55,000.4 

It has frequently been suggested that the valuation of agricul- 

1 In reply to a question in the Northern Ireland House of Commons on 
Thursday, 18th March, 1926, the Minister of Agriculture gave the following 
particulars of the average rate of agricultural wages in Northern Ireland in 1925 : 


Ploughmen 28s. per week, Cattlemen 27s. 3d. per week, Ordinary Labourers 
24s. 6d. per week. The numbers of labourers employed in June 1925 were 


returned as : 
Under 18. Over 18. 
Permanent . ‘ ‘ : 2,343 22,315 
Casual 3 g ; n 1,356 11,937 


2 Report of the Inter-Departmental Committee on Rating Relief in Northern 
Ireland, Belfast, 1928, Cmd. 89. 

3 Hansard, 194, 1408. 

* Report of the Inter-Departmental Committee on Rating Relief in Northern 
Ireland, Belfast, 1928, Cmd. 89. 
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tural land in Ireland is on a lower basis than in England and 
Wales.1 The fact that the valuation of farm land in Ireland 
was fixed by the Griffith Valuation which took place between 
1852 and 1865 necessarily means that the rateable value has not 
varied with the annual letting value. It may, therefore, not be 
without interest to point out that in 1925 the percentage borne 
by the rateable valuation of agricultural land to the value of the 
gross output of the agricultural industry was almost exactly the 
same in Northern Ireland as in England and Wales. The gross 
output of agriculture in Northern Ireland in 1925 was £15,073,000 
and the rateable valuation £1,850,000 or 12-3 per cent. In England 
and Wales the gross output was £225,330,000 and the rateable 
valuation £26,050,000, or 11-6 per cent. 

Return to the Farmer.—After making deductions in respect of 
rent, wage and rate charges, a sum of about £7,600,000 is left, 
representing the remuneration of Northern Ireland farmers in 
respect of their labour and capital. This sum is equivalent to 
approximately £3 2s. per acre of cultivated land. It is, of course, 
obvious that this figure represents the average of results on many 
different classes of farms. There are farms of 30 acres from which 
the holder is obtaining a return of a great deal more than £93 in 
return for his investment of labour and capital. It is equally true 
that there are farms of this size from which the return derived by 
the farmer is considerably less than £93. 

It is a matter of considerable conjecture to attempt to separate 
the reward of the Northern Ireland farmer between interest on the 
capital he has invested in his farm and remuneration for his labour 
and work of farm management. 

The total number of farmers and male members of their families 
returned as engaged in farm work in 1925 was 108,858, of whom 
11,307 were under eighteen years of age. A wage of 26s. per week 
to adult workers and 15s. a week to those under eighteen years of 
age would amount to £7,035,000, and a sum of a little over half a 
million is left to represent interest on farmers’ capital. In view 
of the fact that the valuation of live-stock on farms in Northern 
Ireland in 1925 amounted to approximately £14,500,000, while 
the estimated value of the principal classes of implements on 
farms (on the basis of 50 per cent. of current prices) was about 
£3,000,060, it becomes apparent that this sum is insufficient to pay 
normal interest on the capital invested in live and dead stock and 
nothing is left to represent interest on the capital which has at some 
period or other been sunk in improvements and the erection of 
buildings. It must be remembered, however, that, unlike the 


1 See Sir J. C. Stamp, British Incomes and Property, Chapters I and IV. 
Q2 
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investment of capital in live and dead stock, a great part of the 
capital sunk in buildings and improvements was made several 
decades ago when both prices and interest rates were low. 

In discussing this result there are two factors which may be 
considered to have caused the average return per acre, and also 
the balance available as return on capital, to be unduly depressed : 

(1) On small family farms there is a danger that the main- 
tenance of members of the family for whom only part-time 
employment can be found is frequently made a charge against the 
farm income. Thus, the average number of workers per 100 
acres of cultivated land in Northern Ireland in 1925 was 6 males 
and 2-6 females in comparison with a total of about 4:3 males and 
females in England and Wales. If more people are maintained 
on the farms of the Six Counties than would be the case under 
conditions of commercialised farming, the allowance in respect of 
the wages of farmers and members of their families working on 
the farmsmay have been unduly swollen and the residue for interest 
on capital abnormally reduced. As against this view, however, 
it may be pointed out that a considerable reduction in the number 
of land workers in Northern Ireland occurred between 1912 and 
1925, as is shown below. 


Number of Male Persons engaged in Farm Work 


1912. 1925. 


Farmers and members of family ‘ . 110,730 108,858 
Permanent labourers ; : : A 30,577 24,658 
Casual labourers . ‘ : ; P 23,801 13,293 


Total . . : - 165,108 146,809 





During this period there was also an increase from 39,878 to 
57,325 in the number of female members of farmers’ families 
returned as helping in the work of the farm. No wage allowance 
to these female workers has been made in the calculation above, 
their work being treated as unpaid service analogous to the 
performance of household duties. The reduction in the number 
of hired labourers between 1912 and 1925 and the increase in 
female family labour suggests that the tendency is to utilise 
family labour to the full and to cut down costs by eliminating as 
far as possible the employment of outside labour. 

(2) The area included in the agricultural statistics includes 
land attached to residential holdings which cannot be regarded 
as “‘ farmed ” in the usual sense. The number of such properties 
is relatively small in Northern Ireland as compared with England 
and Wales, and even if all land on holdings under ten acres in size 
is excluded, the sum available as remuneration to the farmer is 
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equivalent to only £3 6s. 6d. per acre. On the assumption that 
only in exceptional cases is an area of ten acres of land likely to 
afford whole-time employment to the occupier, farmers and 
members of their families returned on holdings under ten acres 
might be excluded from the calculation above. The numbers of 
family labourers would then be—adults 77,144, boys under 
eighteen, 8,978. The allowance of 26s. per week to each adult and 
15s. to each boy would amount to approximately £5,565,000, 
leaving a surplus of about £2,035,000 as interest on capital. 

An alternative method of approaching the question of the 
distribution of the net output is to regard the rateable valuation of 
the land as representing a fair letting value. It has been seen 
above that the ratio borne by the rateable valuation to the value 
of the gross output is almost the same in Northern Ireland as in 
Great Britain. In the case of buildings there has been little or no 
revaluation of rural property in recent years, and it is unquestioned 
that the existing valuation of farm buildings is extremely low. 
On the other hand, the valuations in force may be taken as, in the 
main, representing what was considered a fair return upon the 
capital invested in the buildings at the time of their erection. 
The following balance sheet can then be drawn up : 


Net Output . : a 5 ' 2 i £11,185,000 


Valuation of agricultural land . ‘ . £1,850,000 
Valuation of farm houses and farm offices 400,000 
Wages of hired labourers. . 2,030,000 
Rates on land and farm offices. : ; 512,000 4,792,000 


Balance . ; . £6,393 000 


This sum is insufficient to afford a labourer’s wage to the total 
number of male members of farmers’ households returned in the 
argicultural statistics as engaged in farm work, and leaves nothing 
for interest on tenants’ capital invested in live and dead stock. 
On the other hand, if workers on holdings under ten acres are 
excluded, a balance of nearly £830,000 is left over, and is sufficient 
to defray 4} per cent. interest on tenants’ capital to the amount 
of about £7 10s. per acre. In view of what has been said previously 
regarding the tendency for small family farms to be called on to 
maintain an unduly large number of persons on the farm, the 
latter result may possibly be the most accurate. At the best, 
however, the average return obtained by small family farmers in 
Northern Ireland in 1925 appears to have been (1) a labourer’s 
wage plus (2) interest on their capital. Even this result can only 
be shown by taking what is an admittedly abnormally low valua- 
tion for farm buildings. D. A. E. Harkness 

Belfast. 





VALUATION THEORY AS APPLIED TO UNITED STATES 
RAILROADS 


In the post-war resettlement of railway finances, Great Britain 
and the United States proceeded on very different lines. The 
former dealt with the question of standard revenue by an ad hoc 
rule (the 1913 base) which defied logic but saved a deal of trouble. 
The latter dealt in terms of general principle, and a tremendous 
mass of legal and economic theorising has resulted from which, 
at the end of eight years, accepted rules of procedure are only 
just beginning to crystallise. Most of this theorising turns upon 
the problem of valuation. 

The Transportation Act of 1920 charged the Interstate Com- 
merce Commission “to initiate, modify, establish or adjust” 
rates so that carriers will earn “ an aggregate annual net operat- 
ing income equal, as nearly as may be, to a fair return upon the 
aggregate value of the railway property used in the service of 
transportation.” At first sight it might seem that “ fair return ” 
was the controversial element in this definition. Argument about 
that was, however, cut short by the Act naming a definite rate— 
5} per cent., which the Commission might raise at discretion (as 
it has done) to 6 percent. The British Act,1 it will be remembered, 
followed the same method in respect of capital investment since 
1913, though here the figure was 5 per cent. The rates, of course, 
represent carefully considered guesses at the figure that will suffice 
to attract free capital in sufficient quantity to the railroads. That 
empirical principle is for modern times the one surviving maxim 
of laissez faire ; and unless the Government is to provide, or to 
underwrite, the capital itself, that principle must rule. ‘ Fair 
return’ cannot be specifically determined by any process of 
deductive reasoning: it is part of the data, not the conclusions, 
of economics, and reflects the general productivity of capital in 
the community concerned. There have been in the United 
States several public utility cases in which 6 per cent. has been 
held to be “‘ confiscatory,” and in some half-dozen of these 8 per 
cent. (usually on a higher valuation basis than the Commerce 
Commission’s) has been sanctioned; but these do not constitute 
precedents for the railroads. It is of interest, however, to observe 


1 Railways Act 1921 (11 and 12 Geo. V, Ch. 55), Sec. 58. 
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in passing how the empirical rule keeps cropping up even in rail- 
road cases that are being argued on the basis of valuation theory. 
For example, the decisive consideration in the fundamental 
Smyth v. Ames case (166 U.S. 466, 1898) was not the valuation 
theory advanced, but the plain dictum that the rates complained 
of would have resulted in loss to the company, or in earnings 
“too small to affect the general conclusion ” as to confiscation. 
Similarly in the O’Fallon case, now under appeal, the district 
court remarks of a set of earnings calculated in a certain way to 
yield 4-35 per cent., that ‘‘ such a return is obviously insufficient.” 
Why “ obviously ’’? Because the court, like everybody else, has 
at the back of its mind a rough conception, empirical rather than 
deductive, of what the road must earn if it is to carry on. 

How impossible it is to escape, under any system, the need 
for such a concept, is illustrated by recent arguments in certain 
agricultural rate cases. Congress in 1926 passed the Hoch- 
Smith resolution directing the Commission to give to the agri- 
cultural commodities affected by depression ‘‘ the lowest possible 
lawful rates compatible with the maintenance of adequate trans- 
portation service.” The reference is theoretically, of course, to 
the principle of charging what the traffic will bear, especially in 
the matter of overhead; but in practice no exact allocation is 
possible. ‘‘ Rates that we may lawfully require,” said the 
Commission (American Livestock Assoc. 122 I.C.C. 609, 617), 
“must in principle be high enough to cover all the cost that 
may be fairly allocated to the service plus at least some margin 
of profit. ... We say ‘in principle’ because only rarely is 
definite information available as to such cost, and in practice 
rates must often be fixed largely by comparison with other rates.” 
In another case (Western Advance Rate Case 20 I.C.C. 307) 
the Commission states its difficulties still more frankly: ‘‘ What 
is the reasonable rate that shall be charged to the shipper ? 
The legislature may not make rates so as to confiscate the carrier’s 
property. The carrier, on the other hand, may not make rates 
which are unjust on those who by economic necessity are compelled 
to employ its services. Here, then, we have the minimum of legis- 
lative power and the maximum of the carrier’s power. Between 
these lies a zone indefinite and variable.”’ In the fully argued Cali- 
fornia Growers and Shippers case of August 1927 the Commission 
therefore interpreted the Congressional resolution as meaning 
simply that it was to keep “ as near the lowest limit or level of that 
zone as is compatible with the maintenance of adequate transporta- 
tion service.” Neither in the specific business of rate-fixing nor 
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in the general estimate of “fair return”’ is it possible to make an 
@ priori exact economic determination of ‘‘ reasonableness.”’ 

Having settled the question of a fair rate of return, the 
Transportation Act of 1920 goes on to dispose completely of a rail- 
road’s net earnings over and above the amount so indicated. 
One-half of the excess is to be held by the carrier as a reserve fund 
(until a total of 5 per cent. of the property valuation is accumu- 
lated), usable only to repair dividend or interest deficiencies up 
to 6 per cent. of previous years; the other half, by the famous 
“recapture clause,” is payable to the Commerce Commission, 
which must place it to a revolving fund for the assistance, on a 
loan basis, of the weaker roads. This was a fairly tough camel 
for strict constitutionalists to swallow; but the feat was finally 
achieved in a test case of 1924,1 on the theory that power to 
regulate includes power to construct, and therefore a fortiori 
covers entire affirmative control. The excess earnings might 
never have arisen but for the action of the regulating authority 
establishing rates which were reasonable for the roads as a whole ; 
and, further, “ the statute declares the carrier to be only a trustee 
for the excess over a fair return received by it. Though in its 
possession, the excess never becomes its property.” 

So that was settled; but one may surmise that economic 
reasons had their influence in determining this interpretation of 
the law. For the problem was the very pretty one of sharing 
out the differential gains of the more fortunate or stronger roads 
without resorting to actual unification. Under a system of 
uniformly prescribed rates, obviously some roads must reap a 
differential beyond what is merely “ fair” for others. To keep 
the area of service wider than it would tend to be under free 
competition, this differential must in some way be pooled. The 
pooling could be secured, of course, under a system of unification 
based on ownership, either by private holding company pro- 
cedure (as in the public utilities) or by nationalisation. The 
Commerce Commission is charged, in the 1920 Act, to “ give due 
consideration, among other things, to the transportation needs 
of the country, and the necessity . . . of enlarging such facilities 
in order to provide the people of the United States with adequate 
transportation ”; but it has to do this without recourse to either 
of the expedients just mentioned. The recapture clause is the 
answer. As the Court put it in the Dayton Goose Creek case, 
“the combination of uniform rates with the recapture clause is 
necessary to the better development of the country’s transporta- 

1 Dayton Goose Creek Railway v. U.S., 263 U.S. 456. 
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tion system. . . . The control of the excess profit due to the 
level of the whole body of rates is the heart of the plan.” At 
present, however, the greater part of what has been paid in to 
the revolving fund, and practically all outstanding claims, are 
tied up in legal protest, pending the final disposition of the St. 
Louis and O’Fallon case by the Supreme Court. 

A most important, and decidedly onerous ruling affecting 
rate of return has been established in two recent cases. In the 
Dayton Goose Creek case the question arose ‘‘ whether the return 
is to be measured by the net revenue remaining after deducting 
both the amount to be paid over to the Government and the 
amount to be placed in the reserve fund, or is to be measured by 
the net revenue remaining after deducting only the amount to be 
paid over to the government.”” The court decided for the latter 
alternative; and in the St. Louis and O’Fallon case the Missouri 
District Court considered itself bound by this precedent, ‘‘ what- 
ever might be our independent view as to the~inclusion of the 
reserve fund portion with the net revenue left unrestricted.” 
In view of the prior ruling that the excess over 6 per cent. is merely 
a trust impressed upon the carrier, and “‘ never becomes its pro- 
perty,” this is a peculiar decision. . Whether it will be applied in 
an upward as well as in a downward sense is not yet clear; but 
if it is not, and deficiencies of a given year are still to be made up 
from a “fair return” of 6 per cent. including the reserve fund, 
the effect, of course, will be to bring the actual average rate of 
return below 6 per cent. 

As a matter of fact, the railroads as a whole have not earned 
6 per cent., on either their own or the Government’s valuation, 
for ten years; and their financial difficulties have been reflected 
in their inability to raise new capital by stock issues. The pro- 
portion of annual financing taking this form fell from 54-3 per cent. 
in 1917 to 3-4 per cent. in 1925; since then it has risen to about 
35 per cent.—a figure still much too low. The burden of fixed 
charges resulting from excessive bond issues made even the flota- 
tion of bonds difficult, and trust certificates have been largely 
resorted to. But obviously the laissez-faire principle of capital 
supply is inescapable, short of running the system on the taxes. 
To grant, however—as on the whole we may—that a 6 per cent. 
return on the property is adequate for a railroad soundly financed, 
merely brings us up against the basic difficulty of capitalisation. 
This we must now examine. 

The suspicion of over-capitalisation was the main factor 
behind the passing of the Valuation Act of 1913. That Act, in 
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turn, reaffirmed a principle laid down by J. Harlan in Smyth v. 
Ames and preceding cases—the principle of physical valuation 
as a basis for rate-making. In J. Harlan’s almost classic phrase, 
“the basis of all calculations as to the reasonableness of rates 
must be the fair value of the property being used for the con- 
venience of the public.” This principle has been accepted as the 
only way out of the vicious circle that would be set up if a rate- 
making body accepted as its basis a valuation derived from the 
earnings it itself was to determine. The dilemma is clearly 
stated by the Commerce Commission in a recent report (Chicago 
Burlington & Quincy Railroad, Valuation Docket No. 715, 
Dec. 1927) : 


“The rate authorised controls the amount of earnings. 
The earnings in turn determine and fix the value of the 
property. Therefore the rate determines the value, and we 
have a conclusion that the value determines the rate, and the 
rate determines the value; and if the value of the property 
depends upon the rate, which in turn depends upon the 
value of the property, the rate would depend upon itself, 
resulting in an apparent absurdity. It is therefore clear 
that such value as is attributable to the property of a public 
service corporation by reason of its earnings should not be 
included in forming a base upon which a reasonable and fair 
return should be secured.” 


Can there be a “ value of the property ” that is not dependent 
on its earning power? Even the hardiest adherent of the labour 
theory of value would hesitate to give an unqualified affirmative. 
If either labour or capital, misplaced through faulty estimating 
or adverse market development, can nevertheless claim “ value,” 
the claim is ethical, not economic; save in so far as secondary 
consequences of the position may override the immediate financial 
logic. But the “ vicious circle ’” argument, coupled with the valua- 
tion principle of rate-making, has produced more kinds of “‘ value ” 
than ever found their way into a text-book. Let us look at some 
of them. 

The court, in the Smyth v. Ames decision, mentioned as entitled 
to consideration all the items that came into its head—criginal 
cost, subsequent additions, market value of securities, reproduc- 
tion cost, earning capacity and operating expenses—and cheerily 
added, “‘ We do not say there may not be other matters”’; but 
what to do with all these items when one had them neither the 
court nor the Commission has ever specifically determined. The 
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enumeration in the 1920 Act is still more inclusive, but equally 
devoid of principle. In one case (Los Angeles and Salt Lake R.R.., 
Feb. 1927) a district court affirmed that the Commission’s action 
“was based upon the view that the property of the railroad 
company in question has more than one kind of value. And in 
our opinion that view constituted its fundamental error.” But 
its opinion was sharply overruled by the Supreme Court. The 
Commission stated in the Burlington docket: ‘‘ Value for rate- 
making purposes and commercial value arising from earning power 
are so wholly different that they cannot be reconciled.” The 
multiplicity of elements of value cited in the statutes, and the 
absence of any accepted weighting principle, have left room for 
much ingenious theorising in the railroad protests. 

The most general railroad claim is that reproduction cost 
should be accepted as the controlling factor, or given more weight 
than the Commission has given it. A moderate and reasoned 
statement of the case is contained in the New York Central’s 
brief (October 1927) : 


*“ Approaching the matter from the standpoint of the 
decisions of the Supreme Court, in confiscation cases, we 
would have cost of reproduction as the controlling figure. 
Reproduction new would be subject to an upward adjust- 
ment to reflect prices prevailing at and following valuation 
dates. Reproduction new as thus adjusted would be depre- 
ciated by an amount ascertained by actual inspection of the 
property and a study of recorded conditions. A definite 
sum for appreciation would be found and added to the 
depreciated cost. This general result would be increased for 
going-concern value by a percentage not less than 10, probably 
more, since 10 per cent. would be low for these impressive 
properties.” 


Other roads have claimed 25 per cent. 

The railroads can quote various public utility decisions in 
support of their contentions; and in two of these (South-western 
Bell Telephone, May 1923, and Indianapolis Water Company, 
November 1926) the courts not only accepted reproduction cost 
at present values as the controlling factor, but also enjoined a 
consideration of probable future appreciation. To quote the 
latter decision : 


“In determining present value, consideration must be 
given to prices and wages prevailing at the time of the investi- 
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gation; and, in the light of all the circumstances, there must 
be an honest and intelligent forecast as to probable price and 
wage levels during a reasonable period in the immediate 
future. In every confiscation case, the future as well as the 
present must be regarded. It must be determined whether 
the rates complained of are yielding and will yield, over and 
above the amounts required to pay taxes and proper operat- 
ing charges, a sum sufficient to constitute just compensation 
for the use of the property employed to furnish the service ; 
that is, a reasonable rate of return on the value of the property 
at the time of the investigation and for a reasonable time in 
the immediate future.” 


Without entering upon a discussion of all the elaborate fictions 
involved in hypothetical reproduction costs, or the accounting 
problems of appreciation and depreciation, the position of the 
Commerce Commission may be briefly indicated. The Commis- 
sion has accepted, as it was bound to do, the duty of estimating 
and considering reproduction cost, but has stood firm on the 
position that it is “‘ not the sole factor ’’ (Pennsylvania Hearings, 
November 1927). It has from time to time emphasised the 
practical impossibilities involved, and pointed out the futility of 
adopting a basis which would vary from year to year with changes 
in the price-levels and conditions of supply. Even in the case of 
railroad lands, where the Commission is directed to ascertain 
present value by comparison with other lands in the vicinity, 
the difficulty is constantly arising that there are no comparable 
lands for purposes of railroad exchange-value. Further, repro- 
duction cost involves other than physical items of value as to 
which there are separate grounds of dispute. ‘A valuation 
arrived at by the sole use of either the prudent investment theory, 
bottomed upon cost when constructed, or upon the theory of the 
present cost of reproduction new, less depreciation, would work 
presently to the public, and eventually to the carriers them- 
selves such monstrous inequity as to preclude wholly the use of 
either of such methods exclusively’ (St. Louis and O’Fallon 
case, December 1927, concurring opinion of Judge C. B. Faris). 
Clearly, to base the determination of actual rates upon values 
that are not realised, nor even realisable, would be a procedure 
neither practicable nor just. 

Turning to the extreme alternative, there are obvious difficul- 
ties in the way of accepting original cost plus subsequent additions 
—though it is to this principle that the Commission is supposed to 
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lean. The first of these is that original cost is not, as a rule, 
specifically ascertainable. The property accounts of the carriers 
are on the whole nowhere near adequate to an original cost physical 
valuation. But even if they were, a further difficulty arises. 
What the Commission has to determine is not a cost, but a value; 
and the practice of the companies themselves in respect of 
securities issued indicates the wide difference between the two. 
But how is the transition to be made from cost to value without 
encountering the forbidden factor of earning power ? 

It is being made in practice, so far as can be gathered, by 
consideration of the investment account; and the crucial question 
still is, apparently, as to the reasonableness of the capitalisation 
imposed on given properties. This, of course, is merely to admit 
earning power by the back door while ostentatiously barring the 
front; but it is in line with the continuing function of the Com- 
mission to act as censor of all security issues, and it reduces the 
problem at least to manageable terms. Further; it is theoretic- 
ally sound to admit that a property of any given cost may both 
acquire and confer new value in the act of being brought into the 
fabric of an active concern, and that this value is entitled to be 
represented in the capitalisation in order that the enterprise of 
planning and making the connection should be rewarded. 

It must be borne in mind that while the Commission is 
thinking (officially) of returns upon the property, what the railroads 
must consider are the earnings of the Corporations, upon which 
the willingness of the public to supply them with further capital 
depends. The efforts of the railroads to raise their official valua- 
tions to a point that will meet the latter contingency have there- 
fore injected every possible claim into the valuation controversy. 
“Goodwill” has frequently reappeared, notwithstanding that it 
was officially dismissed nearly twenty years ago on the ground that 
it can obtain only in competitive business (Willcox v. Consolidated 
Gas Co., 212 U.S. 19, 1909)—a very dubious proposition. In its 
place, however, we now have claims for “‘ monopoly value ” run- 
ning into hundreds of millions; though no claimant has ever 
expounded the principles on which such an item can be isolated. 
Seeing that such value, if it exist at all, is plainly, in the case of a 
utility, the creation of public authority and is non-transferable, 
the logic would appear to be thin. 

The favourite claim, however, is for ‘“‘ going-concern value.” 
This is an item that the Commission has repeatedly stated it 
allows for—though by no means as liberally as the railroads 
demand. “Our tentative valuation of the carrier took into 
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consideration the fact that it was on valuation date a vitalised, 
organised, going railroad’ (Florida East Coast, 84 I.C.C. 24, 
1924). As Mr. G. C. Henderson points out! in comment upon 
the Willcox case, a plant is not even worth what it cost unless it 
is in a position to do profitable business. The case is fully 
argued in the Commission’s answer to the Pennsylvania railroad 
(November 1927) : 














“* A public utility is limited to a fair and reasonable return. 
It may earn more than a fair rate of return, but has no legal 
right to do so, and going-concern value should not be based 
upon its ability to earn more than a fair rate of return. 

“ Similarly, there is no reason why going-concern value 
should be allowed because a utility has demonstrated its 
ability to earn precisely a fair rate of return. The public 
has fulfilled its entire obligation when it has paid rates which 
produce a fairrate ofreturn. The utility need not be rewarded 
for its ability to earn a fair rate of return by an additional 
allowance for going-concern value. 

“ Still less reason exists for making an allowance for 
going-concern value in the case of a utility which is unable to 
earn a fair rate of return. That would be virtually placing a 
premium on inefficiency or lack of prudence and foresight.” 

































It is true that going value has been allowed in a considerable 
number of public utility decisions and appeals,? where it usually 
takes the form of a percentage addition to physical valuation, 
varying within very wide limits. Even these cases, however, 
suggest that on the whole argument has been in fact (though not 
in theory) retrospective from earnings to rate base rather than the 
reverse, with the intangible elements of value as shock absorbers ; 
and the net effect is to emphasise the impossibility of determining 
a rate base in vacuo. 

The decision of a special district court of Missouri in the 
St. Louis and O’Fallon case (December 1927) has been widely 
interpreted as confirming the Commission’s valuation procedure ; 
but in point of fact it merely added one more to the list of judicial 
evasions of the question. The case was a test case arising from a 
specific claim for recapture of excess earnings; and some idea 
of the magnitude of the sums involved may be gained from the 


1 Harvard Law Review, V. 33, pp. 902, 1031. 
2 See M. C. Waltersdorf in American Economic Review, XVII. 1, pp. 26-38. 
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following estimates of alternative valuation totals for the roads 
as a whole ; 4 

The difference between the Commission’s valuation procedure 
and the reproduction basis was stated by the Chairman of the 
Commission to represent an increase in rates of 18 per cent. But 
the O’Fallon decision did not settle this question; for by includ- 
ing the carrier’s portion of the excess earnings with its free return, 
as indicated above, the court found that the road would be 
earning, even upon its own valuation, a rate of return (6:97 to 
8-71 per cent. during the years in question) that “ could hardly 
be called confiscatory,”’ so that ‘‘ the verity of the Commission’s 
valuation herein need not be examined, and cannot affect this 
recapture order, and therefore that such order is not open to attack 
upon the ground of wrongful valuation.” 

It is extremely doubtful whether the Supreme Court, which 
now (March 1929) has this case under advisement, will lay down 
any final rule or procedure for valuation, though a confirmation 
of the decision of the lower court will strengthen the Commerce 
Commission in its attitude. Expert opinion is fast coming to 
accept the verdict of J. J. Brandeis and Holmes, in their dissent- 
ing opinion in South-western Bell Telephone, that the Smyth v. 
Ames rule, enjoining physical valuation as the rate base, is 
“ legally and economically unsound,” and that the only workable 
base is the ‘‘ actual prudent investment.”’ This involves in effect 
an abandonment of the whole rate base theory of rate-fixing, 
since it is manifestly futile to pretend that prudent investment 
can be determined without regard to probable reasonable earn- 
ings. Some other way of deciding the reasonableness of rates 
must be found. 

Two principles emerge, on consideration of the facts as well as 
the arguments in the record, as affording some measure of guid- 
ance. The first arises from the duty of the Commission so to fix 
rates as to secure the continuance and development of adequate 
transportation service. The President of the Pennsylvania said 
recently : 


‘* Whether the valuation is put at one figure and the return 
earned upon that valuation is low, or whether the valuation 
is put at a lower figure and the return earned is high, is, 


‘1 Slason-Thompson Bureau and I.C.C. brief in O’Fallon case. 
Million dollars. 
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after all, but a mathematical equation; the practical ques- 
tion is what are we actually able to pay by way of return 
upon our existing securities, and is our margin over that 
payment sufficiently attractive, in every year to draw to us 
the new capital from investors, by whose voluntary acts 
alone can be obtained the capital we require.” 


This needs supplementing, however, by a second rule to the 
effect that no organisation, whether public utility or other, is 
entitled to use a position of economic power, howsoever acquired, 
to extort payment above what is necessary, as indicated by the 
general experience of the community, to secure the services of 
labour and capital needed in the performance of its function. 

This, though doubtless ethical in its application, can be 
defended on the economic ground that such extortion involves a 
diversion of national income from high to low productivity 
centres. The case of a concern that has in fact capitalised its 
expectation of ability to extort can be dealt with only by refer- 
ence to charges that are found adequate in other cases, and by 
arguing backwards from these to the ‘“‘ prudence ” of the invest- 
ment—with due allowance for the unforeseeable nature of adverse 
contingencies. Government has, in fact, only a very limited duty 
to protect the economic community from the consequences of 
past sins or errors, and is in the last analysis powerless to do so. 
It is in this way that the old postulates come home to roost. 

WILLIAM ORTON 
Smith College, 
Northampton, 
Mass., U.S.A. 
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A History of Prices and of the State of the Circulation from 1792 to 
1856. By Tuomas Tooke and Witit1am Newmarcn. (4 
vols.) (P.S. King & Son. 1929. £4 4s.) 

An Introduction to Tooke and Newmarch’s “A History of Prices.” 
By T. E. Grecory, DSc. (P. 8S. King & Son. 1929. 
Pp. 120. 2s. 6d.) 


Tus re-issue of the famous History of Prices will be widely 
welcomed, more especially as it is accompanied by a lengthy 
Introduction from the pen of Prof. Gregory. It was also a happy 
thought to make the Introduction available separately at a 
modest price for students who, while interested in the monetary 
and banking controversies of the period, are still unable to indulge 
themselves in the luxury of the four-guinea History. The re-issue 
is also to be welcomed for other reasons. Recent theoretical and 
practical discussions have led back in many cases to the problems 
which entered into the controversies of a century ago, and there 
has been a marked revival of interest in the events and the literary 
productions of the period with which the History deals. Evidence 
of this is perhaps best indicated by the writings of Cannan and 
Hawtrey in this country and by Silberling and Angell in America. 
Nor is this renewed interest based merely upon a search for 
historical parallels to more recent problems. It may be said 
that the topics of current monetary controversy have their origin 
in the period with which the famous History deals, and the fact 
that Tooke’s writings in particular are not free from contradiction, 
though it makes the History more difficult reading, does not 
detract materially from its significance. Its writers were historians 
with a thesis to prove or to disprove, and over the period their 
opinions changed in many important respects. Hence the 
importance of the Introduction which accompanies the present 
edition. It goes far to meet what was a real gap in the curren 
literature of the period, and its value is enhanced by the appear- 
ance of two volumes of “ British Banking Statutes and Reports, 
1832-1928,” accompanied by another useful Introduction. The 
History of Prices itself may be validly described, as Dr. Gregory 
expresses it, as “the first systematic utilisation of historical 
material for the establishment of economic truth’’; and while 
it may not be written in the style most generally approved by 
modern economic historians it remains an indispensable treatise 
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of the period. Its authors may rather be included among the 
great pamphleteers, and, with one brilliant exception, the art of 
pamphleteering seems now to have been lost. 

One of the curiosities of the History is the failure to make 
use of the device of price index-numbers although its authors 
were familiar with the method. This omission, as it happened, 
was important. Particularly in his earlier writings, Tooke argued 
that the influence of the currency factor was generally over- 
estimated at the expense of the stress laid upon such things as 
the seasonal variation of crops, the break-up of normal trading 
relations and other influences affecting production costs. In his 
treatment of the rise in prices after 1797 and also in his treatment 
of the fall in prices after 1819 these factors are stressed. But 
most of his price quotations referred to articles which entered 
into international trade, and the narrowness of his selection gave 
to his conclusions a weight which they perhaps did not deserve. 
The failure to use index-numbers meant among other things 
that there was no clear conception of price trends. ‘“‘ The only 
possible defence,” Dr. Gregory suggests, “‘is that Tooke and 
Newmarch were in reality more interested in the dialectical than 
in the statistical treatment of the subject.” 

In the post-Resumption controversy Tooke argued that the 
fall in prices after 1819 was not to be attributed to Bank of 
England policy. Exchange parity had already been reached by 
the time the Act came into operation and there was no need to 
deflate further in order to attract gold. In fact it is argued that 
the Bank could only have prevented an influx of gold by reducing 
its interest rate, and this would have involved “a very unusual 
effort on the part of the Bank, involving a departure from its 
ordinary rules, in extending its securities at a greatly reduced rate 
of interest, which might have had the effect of hastening the 
direction of capital to foreign investments.’’ The real point at 
issue, however, as Dr. Gregory indicates, was “ not whether the 
Bank was forced to adopt unusual measures to force the value 
of the British currency up to the value of gold, but whether it 
ought to have adhered to its routine if, by doing so, it was to 
raise the valve of the currency and gold. . . . The fact is that 
the Resumption of 1819 involved the problem of a managed gold 
standard and that Tooke was in this matter on the side of the 
sceptics ”’ 

This scepticism reappears in other forms. In the third 
volume Tooke opposes “‘the supposed duty of the Bank of 
England to accommodate the Trade, and to support the com- 





2 ee OQ 


wv =o w erw oF ee & @ & 


1929] TOOKE AND NEWMARCH: A HISTORY OF PRICES 239 


mercial Credit of the Country.” To do this would conflict in 
many cases with its primary duty, which was “ the fulfilment of 
its own engagements to pay its notes in coin.” The doctrine 
which he opposed was “specious and popular.’’ Merchants 
were not entitled to regard discount facilities as a right, and Tooke 
pressed his point against the views of some of the Directorate 
of the Bank itself. This view, of course, is one which requires 
to be reconciled with the other tenet of central bank policy, that 
in time of crisis the Bank should lend freely if for no other reason 
than that of maintaining its own safety. 

The development of Bank of England policy in this period is 
important. In 1819 the Court of the Bank repudiated the 
doctrine that it was possible by contracting its issues “‘ to obtain 
a favourable turn in the exchanges, and a consequent influx 
of the precious metals.” Eight years later that resolution was 
rescinded on the motion of Mr. Ward, who in 1832 declared that 
no member of the Bank would deny the opinion that it “‘ should 
conduct itself, in its issues, with reference to the state of the 
foreign exchanges and the bullion market.’”’ The Bank was now 
pursuing a less “ passive’”’ policy. In 1825 it endeavoured by 
lending freely to allay the crisis of that year, and by 1829 it was 
endeavouring to “regularise the flow of funds to the money 
market.”” These and other steps marked the departure from 
the earlier anti-bullionist attitude which its Directors had adopted. 
By 1832 the Bank was conducting its issues on the principle of a 
334 per cent. cash reserve, ‘‘ the circulation of the country,” 
according to Horsley Palmer, ‘“‘ so far as the same may depend 
upon the Bank, being subsequently regulated by the action of the 
Foreign Exchanges.”’ But here again the main rdle of the Bank 
was to be passive. It was to be left “‘to the Public to use the 
power which they possess, of returning Bank paper for bullion.” 
Special circumstances apart, the Bank would not “ forcibly 
contract their issues by a sale of securities, during an unfavourable 
course of exchange . . . or forcibly extend their issues when the 
exchange was favourable.” It was also argued that it was 
desirable to stabilise the volume of securities so that the public 
would be able to “ act for themselves”’ both when gold was 
coming in and when it was going out. But, of course, as Tooke 
himself pointed out, a stabilised reserve ratio was not consistent 
with a stabilised volume of securities, and in fact it was the latter 
rather than the former which was really preserved. 

The Bank’s policy as outlined in 1832 leads on to the Act of 


1844. To stabilise the volume of securities and at the same time 
R2 
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to allow the public to determine the fluctuations in the note issue 
seemed to warrant the separation of the two departments of the 
Bank, and that was reinforced by the view that deposits were not 
“money.” Overstone’s famous remark may be recalled, that 
“the principles upon which these two branches of business (?.e. 
note issue and deposit banking) ought to be conducted are per- 
fectly distinct, and never can be reduced to one and the same 
rule.” Tooke also, in the third volume, distinguished between 
notes and deposits, but he did not approve the proposal to separate 
the two departments. If it had been the only means of “ pre- 
serving inviolable the convertibility of the paper, which I hold 
to be the condition sine gua non of any sound system of currency,” 
he would have agreed to the proposal. But that he doubted, 
and even if it succeeded in preserving convertibility for notes 
the separation might “under some conceivable circumstances 
be attended with a whimsical effect.’”’ The Banking Department 
might be obliged to stop payment while the Issue Department 
went on as usual. ‘“‘ Upon the whole,” he concluded, “I cannot 
help thinking, with great deference to the deservedly high authority 
of those persons who have recommended such separation .. . 
that if such separation could be carried completely into effect, 
which seems to be doubtful, the system would not be found to 
work so well . . . as the system of union of the two departments, 
provided that the system as it exists in that respect could be guarded 
from such danger of suspension of convertibility as we have now 
so narrowly escaped.” And he goes on to suggest that the Bank 
should ‘‘ undertake to hold in reserve a much higher average 
amount of bullion ” than had hitherto been deemed necessary. 
The Act of 1844 was bitterly attacked. ‘“‘ Viewing it simply as an 
act of the defunct parliament, I am entitled to express myself 
freely upon it, and I therefore venture to say that it is, in my 
opinion, one of the most wanton, ill-advised, pedantic and rash 
pieces of legislation that has ever come within my observation, 
upon a matter which I had taken some pains to make myself 
acquainted with.”” The immediate experience after 1844 seemed 
to warrant strictures of this kind, but it is a controversial point 
as to how far that immediate experience was due to the changes 
brought about by the Act of 1844, or how far it was due to the 
policy of the Directors of the Bank. 

One minor misprint may be noted. On p. 46 of the 
Introduction the reference in the footnote should be to Vol. 
II of the History. 

The University, D. T. Jack 
St. Andrews. 
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Currency and Credit. By R. G. Hawrrey. Third edition. 1928. 
(Longmans, Green & Co., 16s. Pp. x + 477.) 


Mr. Hawtrey has produced a new edition of his Currency and 
Credit. Every student of economics ought to take the opportunity 
of re-reading this monumental work. Under the guise of a dis- 
cursive essay it is in fact a systematic treatise on fundamental 
principles. The obscure and sometimes vague or tortuous style 
of the opening chapters resolves, as the book proceeds, into fine 
vigorous lucidity. Mr. Hawtrey has his ownidiom. It turns out 
to be serviceable and compendious. A limited set of expressions, 
once defined, suffice for the vast manifold of problems which he 
propounds. He gives full measure; exploring every possible 
variation of circumstance, he is driven into repetition occasionally, 
but he is never tedious. 

Mr. Hawtrey has rewritten part of the old book and has intro- 
duced some new chapters. The substance of-his theoretical 
analysis remains the same. His historical sections, now divided 
off into a Part II, are most brilliant. They are an excellent illus- 
tration of the value of theory to the historian. Every researcher 
into the annals of coinage or banking would do well to make the 
study of Currency and Credit a propedeutic to his work. For 
unless the historian has a thorough understanding of monetary 
causation, his history not only is not interesting, but is not 
history, and is indeed quite meaningless. Mr. Hawtrey sets a 
new standard for work of this kind. 

In his new critical chapter, which contains much that is 
interesting, he brushes aside the work of others a little unfairly. 
For instance, he condemns Professor Fisher for including rights 
to receive money, such as bonds and debentures, in the term T 
of his well-known formula (p. 37). But in his own final pronounce- 
ment Mr. Hawtrey says (p. 59), ‘‘ the price level is proportional 
to the Consumers’ Outlay and inversely proportional to the 
quantity of goods (including capital goods) bought by consumers 
per unit of time,” and again (p. 60), ‘‘ here we have a form of the 
quantity theory which employs a quite definite index-number, 
weighted according to quantities consumed,” and on p. 46 he 
writes, “it must be understood that ‘consumer’ includes 
‘investor.’ ’’ Does Mr. Hawtrey deny that the consumer some- 
times lays his money out by investing in War Loan? Then the 
price of War Loan must be included in his ‘‘ quite definite index- 
number,” and mere rights to receive money must be included 
in the “‘ quantity of goods bought by consumers per unit of time,” 
although the inclusion of such transactions is “ absurd ” (p. 37). 
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Mr. Hawtrey has not found a way out of the difficulties which 
beset Professor Fisher and falls victim to his own condemnation. 

Of the formule of Professor Pigou and Mr. Keynes he com- 
plains that they “ involve comparisons of the wealth value of the 
unspent margin at different times. In such comparisons a price 
index is an essential factor, but they leave the index undeter- 
mined.” They do not “involve” though no doubt they are 
intended to be used for such comparison. They differ from 
Professor Fisher’s in that the time element does not enter into any 
of their terms. Moreover, they are valid whatever price index is 
used, provided that the same index is used on both sides of the 
equation. Mr. Hawtrey does not himself attain a satisfactory 
solution of the problem either of index-numbers or of the con- 
struction of a suitable formula (cf. pp. 60-63). 

Of greater interest is his concluding paragraph. ‘“‘ Mr. Keynes 
suggests that the individual in settling his cash balance would take 
account of the cost of living. But in reality everyone settles 
what margin of unspent purchasing power he shall keep by refer- 
ence to his prospective receipts and payments in monetary units. 
The wealth value of the units is not itself part of the calculation.” 
This would be true of the individual resolved, say, never to over- 
draw, or never to overdraw more than a certain number of pounds. 
But is not the number of pounds by which an individual chooses to 
let himself be overdrawn at the time of maximum expenditure 
a function of the value of the pound ? 

It is surprising to find that on occasion even Mr. Hawtrey 
can fall unawares before the people. In seeking to relate the 
price level to the unspent margin, he writes, ‘“‘ Consumers’ Outlay 
is proportional jointly to the unspent margin and the circuit 
velocity of money.” The circuit velocity of money is defined as 
Consumers’ Outlay/unspent margin. What value does Mr. 
Hawtrey attach to the proposition, Consumers’ Outlay is pro- 
portional jointly to the unspent margin and the Consumers’ 
Outlay/the unspent margin? He is able to infer from it the 
proposition which professes to relate the price level to the unspent 
margin: the price level varies directly as the unspent margin 
and the Consumers’ Outlay/the unspent margin . . . (pp. 59-60). 

Mr. Hawtrey has fascinating chapters on Inflation and the 
aftermath. In discussing our return to the gold standard he 
writes : 


“ Any permanent gain could only be derived from the 
high bank rate through a contraction of credit and an enhance- 
ment of the wealth value of the pound. That, indeed, 
occurred. The price index fell from 171-1 in January 1925 
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to 143-6 in April 1926, and (after the coal dispute) to 140-6 
in March 1927. But a great part of the effect was nullified 
by a fall in the American price level. The index fell from 
161-0 in March 1925 to 145-3 in March 1927. The value of 
the pound was being forced up, but the objective aimed at 
was receding.” 


He concludes incisively thus : 


“There has been a conflict between the cheap money 
policy of New York and the dear money policy of London, 
and the latter has prevailed owing to the international 
potency of the London discount market. The result has 
been a departure from the stabilisation policy of the Federal 
Reserve Banks. The departure has been less marked than in 
1924. The fall of prices, after allowance has been made for 
non-monetary factors such as the abundant cotton crop, has 
been less. The falling off of production has been slight. The 
injurious effects have not been serious, because the credit 
restriction has only reached the United States in a diluted 
form. 

“In England and Europe the effects have been much 
more conspicuous. The net progress in England towards 
the elimination of unemployment since the 4 per cent. bank 
rate was made effective in July 1924 has been nil. ” 


It is difficult to follow Mr. Hawtrey in believing that the 
Federal Reserve system, with its vast stock of surplus gold giving 
it a power to expand and contract credit on a great scale, which 
the Bank of England does not possess, is unable to control the 
Consumers’ Outlay and the unspent margin of its own people. 
The big open market operations in the autumn of 1927 made 
U.S. prices take a turn in the opposite direction, in spite of the fact 
that our bank rate was not reduced. 

But there is a more fundamental point which Mr. Hawtrey 
does not touch on. It cannot be expected that progress in per 
caput production will be the same in all countries. Progress is a 
function of the rate of accumulation, which is itself a function 
of the ratio of the volume of existing accumulation to the popula- 
tion and of the ratio of available natural resources to the popula- 
tion. Where accumulation is large and natural resources extensive 
the rate of progress must be expected to be high. Mr. Hawtrey’s 
conception of the proper monetary policy is that it should always 
steer between inflation and deflation; a narrow route is marked 
out for it, the route of stable prices. In his concluding pages he 
raises the question whether the value of the monetary unit should 
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be fixed in terms of goods or in terms of human effort (p. 451), 
whether the prices of commodities or of services should be stable ; 
but he seems to regard this as a Utopian puzzle and not of 
immediate importance. Yet even at the present time the paths 
of stable commodity prices and of stable money wages are in 
some countries widely divergent. Which is the path to be taken 
in order to avoid inflation and deflation, in order to cure the 
*‘ inherent instability of credit” ? Mr. Hawtrey does not show that 
the price of services ought to be altogether excluded from the 
index-number which it is proposed to stabilise. But if it is to have 
some place, the commodity-price policy required in countries 
with different rates of progress is different. The country of high 
progress will need to have its commodity prices falling more or 
rising less than will less progressive countries. If this is so, the 
course of commodity prices required to avoid inflation in the 
United States would produce depression here. May not this be a 
reason why the fall of 1925-7 produced different effects in the two 
countries? With productivity increasing at a rate in the United 
States which allowed real wages to rise considerably, some fall in 
commodity prices! may have been necessary to avoid inflation. 
The same fall in prices occurring here would, since our rate of 
progress is less rapid, naturally produce depression. For the 
same reason, a fall in wages, unnecessary in the United States, 
would be required here ; in the absence of such a fall, the depression 
would be intensified. Mr. Hawtrey lays stress on the fact that the 
fall in prices was greater here. Would this alone account for the 
great difference in our positions at the end of five years, had not 
the more fundamental cause been working against us? A policy 
which makes the mean of commodity prices and service prices 
stable in the United States makes it fall here, if both countries 
have the same standard. If a given behaviour of the mean is 
required to avoid Scylla and Charybdis, either this country must 
run on Scylla or the United States on Charybdis. 

Mr. Hawtrey does not consider this problem. He has long 
been the brilliant advocate of the policy of international co- 
operation in order to stabilise the commodity value of gold. Such 
a policy would remove the blatancies of pre-war credit fluctuation. 
It would be a great improvement. It may be the best policy 


we can hope for. Is it absolutely the best ? 
R. F. Harrop 


Christ Church, 
Oxford. 


1 Mr. Hawtrey’s figures give an exaggerated idea of the fall. March 1925 was 
the peak of high prices, and March 1927 almost the lowest point in the last five 
years in the U.S. 
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Statistical Laws of Demand and Supply, with special application 
to Sugar. By Henry Scuuttz. (Chicago, Illinois: The 
University of Chicago Press. 1928. xx + 228 pp.) 


ProFEssoR SCHULTZ’s purpose is to give numerical and 
algebraic form to the demand function and to the supply function, 
by the use of modern statistical methods. For illustration of 
method he chooses the statistics of the supply, consumption and 
price of sugar in the United States in the years 1890 to 1914. 
The evident difficulty in obtaining statistics for the ordinary supply 
and demand curves is that these refer to a series of prices at one 
instant, only one term of which is realised, and that more terms 
can only be obtained when some of the circumstances which 
determine price must have changed. After discussion of various 
forms and meanings of these curves, the author, following the 
mathematical school, writes the law of demand in the form } 


Bq = fle 1, Ze, Xqy « » - Bq) 


“‘ where 2 and 2, are, respectively, the price and the quantity 
of the commodity in question, and x, 7; . . ., % are the prices 
of other commodities.”’ This is a static law, but it can at once be 
made dynamic by introducing a variable, ¢, for time within the 


function. Then with sufficient observations it would be possible 
to find a form for the function, and so express the price of a 
commodity as a known function of the quantity bought, for any 
assigned values of the remaining x’s and of ¢t. ‘‘ In practice only 
a small advantage is gained by considering more than the first 
few highly associated variables,” and Professor Schultz in this 
book never uses more than four variables after disposing of the 
time variable. In dealing with demand, in fact, he ignores the 
individual prices of all other commodities but sugar, on the 
ground that the dominant factors are “ the growing popularity of 
sugar as an article of consumption, the increasing population, 
and the changes in the general price level.” 

At this stage it must be remarked that the equation written 
above assumes that the form of f is constant, and that any 
arithmetical coefficients involved are also constant; it is, in fact, 
derived from a hypothetical constant utility surface. ‘‘ Growing 
popularity ” presumably implies that the utility function of all 
commodities has been in course of time modified, so that the 
demand for sugar has become more intense relatively to other 
goods, or has changed in some other way. It is, in any case, 
hardly reasonable to assume that the general utility function of the 


1 T should have expected to find quantities instead of prices for x, #3...» Zn 
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population in 1914 is the same as that in 1910. If we take two 
commodities x and y only, and suppose the utility function to be 


u = ax® + 2hay + by?, 
one of the simplest possible forms, then a, h and b presumably 
vary with ¢, and we ought to write the equation 
U = a,. x2 + 2h,. xy + b, y?. 

One of the methods used by Professor Schultz for eliminating 
tis equivalent to writing x = f,(t)+2’, andy = f,(t) + y’, but this 
does not transform the first of the equations just written into the 
second, unless h is zero, or h? = ab. 

The elimination of ¢ is accomplished in this work by alterna- 
tive methods. The first is that of ‘link relatives,’ where the 
variables operated on are the ratios of the quantities in one year 
to those of the preceding year, so that the resulting equation 
expresses the change in consumption from one year to another 
that is connected with a change in price. The second is that of 
finding the trends of all the variables concerned, and expressing 
the values in each year as ratios of the normal value in that year 
as measured by the trend. The first of these methods seems to be 
open to the least objection, for the ratio from one year to the next 
is presumably very slightly affected by a gradual change in the 
utility function. 

The statistical analysis is first applied to total consumption of 
sugar and actual prices, using first link-relatives and then trends. 
By the one method points are plotted whose ordinates may be 
written p,,,; — p, and abscissae x,,,; + 2%, where p, and x, stand 
for price and quantity in the ¢ year. In the other method the 
ordinate may be within p, — z,, where 7, is the price given by the 
trend, and the abscisse x, ~ £,, where é, is the trend quantity. 
In each case there is a careful statistical discussion as to the best 
equation to be assigned for a line passing as nearly as possible to 
the points. This approach no doubt gives a statistical result, 
but it is very difficult torelate it to a demand curve in any definable 
sense; for not only have changes in quantities and prices of all 
commodities but sugar been ignored, but also it is assumed that 
the effects of the change of population and the change in the 
value of money are negligible in the course of a year. By this 
summary method we are taken very far from the first assumption 
of a utility function. 

The second approach is by operating on the per capita, instead 
of the total, consumption, and the “real” price, obtained by 
dividing the money price by a general index number of whole- 
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sale prices. Both the link and the trend methods are again used. 
Here we can connect the resulting equation with the hypothesis 
more closely. It is easier to imagine an average American’s 
utility surface than one for all Americans. The introduction of a 
general price, a linear function of 22, v3 . . . %,, is equivalent to 
giving a special form to the equation in the first paragraph above, 
viz. : : 

My = Hy X F(X) = (Aq Xa + Ag%y +. . . AyXn) X f(xy) 
where @4, @2, etc., are the weights used in the wholesale index- 
number. Professor Schultz, however, does not point out that this 
is the form. 

We thus obtain a number of possible equations for a demand 
curve for sugar. From any of them the elasticity of demand can 
be at once written down at any particular price or for any par- 
ticular rate of consumption. Itis pointed out that unless a curve 
of the form y = Az* is taken (and in general here it ig rejected 
in favour of a straight line) the elasticity is not constant, but is a 
function of the price (or of the rate of consumption). In the last 
chapter the importance of the measurement of elasticity in 
relation to taxation is emphasised, with numerical examples. 

The statistical analysis in relation to the supply curve is 
similar, except that it is extended to include imported and domestic 
production as variables, and is complicated by the question of 
the dates of the prices which are relevant to assigned dates of 
production. 

This is not the place to review the very ingenious and thorough 
statistical analysis by which the variant methods are worked 
out and compared. It is sufficient to say that all further workers 
in this field will be much helped by Professor Schultz’s experi- 
ments.1 But granted that an adequate numerical apparatus is 
now provided, there remains the difficulty of securing enough data 
to establish the equations of the curve. No doubt with perfectly 
relevant material the central part of the curve can be established 
in the basis of only twenty-five points, as in this study, with suffi- 
cient accuracy to measure the elasticity in the region of prices 
which actually occur. But it is difficult to obtain such statistics 
for many commodities, and it is certain that in so long a period 
as twenty-five years the foundations of the problem will have 
changed, in a manner which, as indicated above, is not necessarily 
neutralised by trends or relatives. The claim that “our data, 
though extending over a period of years, may, when thus adjusted, 


1 Note that in the formula for Sy at the bottom of p. 43 -+ cy* is a misprint 
or — oy” under the radical sign. 
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be conceived of as representing approximately observations taken 
at a given point in time—at least for practical purposes,” should 
not be too readily conceded. If, on the other hand, we took prices 
in successive weeks or months, there would be the further difficulty 
of eliminating seasonal variation, and of correlation between 
neighbouring entries. 

Space does not allow consideration of the non-mathematical 
theory discussed in this book, nor of the author’s interesting criti- 
cism of some American canons of taxation. We may, however, 

d log x 


——-—, and 


note the ingenious suggestion to define elasticity as . 
d log y 


so to get over the difficulty, at least for the curve y = Az‘, 


between “ point ” and “ arc ” elasticity. 
A. L. BowLEry 


Some Economic Factors in Modern Life. By Sm Jostan Stamp. 
(King. Pp. vii+ 279. 10s. 6d.) 

In this volume Sir Josiah Stamp has gathered together a 
number of recent addresses on matters of general interest. The 
range covered is a wide one. Papers on esthetics, inheritance, 
inventions, amalgamations, industrial co-operation and statistical 
method are included in the collection. But a certain unity per- 
vades the whole, partly because, as an economist, Sir Josiah 
continually applies the general economic technique of analysis, 
partly because, as an administrator, or as a man of affairs, he has 
come into intimate contact with each of the subjects dealt with. 
Needless to say, the result is a work as significant for economists 
as each of the addresses must have been entertaining for the 
audiences to whom they were delivered. Sir Josiah touches 
nothing that he does not in some way illuminate. The treat- 
ment, as is appropriate in a collection of addresses, is suggestive 
rather than systematic. But a page from Sir Josiah’s notebook 
is worth a chapter by men of less lively imagination; and the 
academic economist, plagued by graduates clamouring for sub- 
jects for a thesis, will not quarrel with Sir Josiah for not having 
worked to the bitter end every one of the rich veins of new 
material he uncovers in each paper. This book might well serve 
as an acid test for candidates for higher degrees. If the aspirant 
thesis-monger cannot hit on something here which shall fire the 
fuel of his imagination and fill him with the itch for new creation, 
it is safe to say he had better not write at all. The root of the 


matter is obviously not in him. 
Some of the longest papers in the collection are known already 
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and demand no further advertisement. The Rede Lecture on 
Stimulus has been published separately and reviewed in these 
pages (June 1928) by an abler pen than the present reviewer's. 
The Presidential address to Section F of the British Association 
on Inheritance has appeared already in this JouRNAL, and is 
recognised by all as a contribution of first-rate importance. The 
paper on Inventions, however, which deals with a branch of our 
subject almost equally neglected and almost equally important, 
so far as I know has not been made generally available before. 
This is a seminal paper. As in the case of Inheritance, Sir 
Josiah expressly disclaims any pretensions to exhaustiveness, but 
the thirty pages he devotes to the subject are packed with hints 
for more systematic development, and in one or two places, 
notably in the sections headed “ The Influence of Quality of 
Machinery ” and “ The Effect of Invention on Economic Profit,” 
he seems to me definitely to break new ground. The precise 
implications of his doctrine of a balance of different kinds of 
invention as a desideratum of orderly progress remain to some 
extent obscure, but its value as an instrument for analysing certain 
phenomena of a society of incomplete industrial mobility is clear. 
This is a paper which well repays a second or even a third reading. 

Of the remainder, there are perhaps two which call for special 
notice, that on Aiusthetics and that on Statistical Method. In 
spite of its great personal interest and charm, the paper on 
Aisthetics does not seem to me to rise to the high level of its 
companions. Needless to say, with its substance, the desirability 
of considering values other than the immediate values of the 
market-place, there should be complete agreement. But the form 
in which this thesis is cast, the argument by which it is supported, 
do not seem equally convincing. I cannot persuade myself that 
Sir Josiah’s delimitation of the respective spheres of ssthetics 
and economics is a just one. Nor can I bring myself to believe 
that the harmony between the spheres so delimited is so inevitable 
as he suggests. If economics is concerned with the procuring 
of material welfare—although, in spite of the almost over- 
whelming authority behind it, I cannot regard this as an appro- 
priate conception of our science—then, it seems to me to be 
contrary to much experience and all a priori probability to urge 
that norms based on its findings are necessarily in harmony with 
norms based on studies of other forms of welfare. But this is 
a matter calling not for review but for much more extensive 
treatment. 

On the paper on Statistical Method—the Sidney Ball Lecture 
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on The Statistical Verification of Social and Economic Theory— 
disagreement is of a different order. With most of what Sir 
Josiah says about the desirability of quantitative investigations 
and the influence of statistical technique on the form of future 
developments of abstract theory, most of us—including those 
domiciled at Oxford—will be in complete agreement. We might 
protest that Sir Josiah gives too much countenance to the pseudo- 
novelties of Dr. Wesley Mitchell and the institutionalists. After 
all, in England at any rate, the best theorists have not infre- 
quently been also the best statisticians (who first discovered 
the method of chain averaging, or the uses of the geometrical 
mean ?), and Sir Josiah’s own example earlier in the book might 
be cited as evidence that in some spheres at any rate the possi- 
bilities of qualitative analysis are not exhausted. But these are 
matters of emphasis about which great dispute is unprofitable. 
What is more to be regretted is that Sir Josiah should have allowed 
his original criticism of the economics curriculum at Oxford to be 
reprinted uncorrected. Whatever may have been the case at the 
time the lecture was delivered, it is simply not true to-day to say 
that ‘‘the desirability of some training in published statistical 
data and in technique is not recognised’; and it is surely most 
unfortunate that this statement, with all the weight of Sir Josiah’s 


authority behind it, should be given the permanence which is 
likely to be achieved by these essays. 


LIoNEL RoBsBINs 
New College, 
April, 1929. 


The Economics of Rail Transport in Great Britain. Vol.1. History 
and Development. Vol. II. Rates and Service. By C.E. R. 
SHERRINGTON. 2 vols. (London: Edward Arnold & Co. 
1928. Pp. vii + 283 and vii + 332. Index to each vol. 
12s. 6d. per vol.) 


TuxIs is an ambitious work, comprising a long historical section 
followed by some seventy pages dealing with the development of 
the permanent way and of the steam locomotive, and with 
carriage and wagon design. Two chapters on the growth of 
Government regulation follow, completing the first volume. 
The second volume opens much as the first does, with a review 
of the economic function of railway transport, and then, in what 
is practically a series of essays (or possibly lectures ?), various 
railway questions are discussed. Some of them, such as railway 
finance, traffic control, train operation, electric traction and the 
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Railway Clearing House, relate to the internal affairs of the 
railway companies, while others, on such subjects as the railways 
and the trader, road competition and State ownership, concern 
the external relations of the railways. The chapters are not, 
however, grouped under these headings. 

The book covers much ground and the author is obviously 
well versed in technical matters; he has a grasp of operating 
problems and experience in American as well as English railway 
working. His short chapter on co-operation between traders 
and railway companies is excellent in its comparisons of advisory 
organisations in different countries; it might well have been 
developed at greater length and an attempt made to suggest a 
solution of the problem in this country. 

For the rest, however, the book is disappointing. The 
historical section is full of detail, but often to the exclusion of 
generalisations that would link up the facts and make them 
interesting. Thus, in the chapter on the “ Birth of the British 
Railways,”’ a brief review of canal history up to 1800 is essential 
to the understanding of the earliest railway developments. Mr. 
Sherrington follows other writers in beginning his story with the 
Surrey Iron Railway of 1801, and does not refer to the examples 
of very similar powers granted to canal companies during the 
previous twenty-five years. Our railways began as feeders to 
the canals, and many features of early railway history—for 
example, the provision that the railway should be open to all 
carriers—are readily explained when once it is realised that the 
early Acts merely reproduced the clauses that had been stan- 
dardised in earlier Canal and Turnpike Acts. Another important 
economic factor that explains many developments of road, canal, 
and early railway transport across the south of England was 
the difficulty of the English Channel for sailing ships. The 
principle of combination might also have been used as a central 
theme. The history of railways becomes a connected one, 
something more than a chronicle of local developments, if it is 
treated as an economic process that produced our present four 
groups out of many hundreds of small disjointed companies, and 
the discussion of the question whether the four systems are but 
a step towards a single nationalised railway comes in appositely 
when the story is developed in this way. Actually Mr. Sherring- 
ton breaks up the history of the railways in a manner that must 
be confusing to readers who are not already familiar with the 
grouping arrangements effected in 1921. In Chapter III, for 
instance, under the heading ‘“‘ Southern Railway,” he gives the 
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history of the various companies which form that group, but how 
the “Southern ”’ itself came into existence is only explained 
indirectly in Chapter XII; and similarly with the other three 
companies. Instead of taking it for granted that his readers 
knew what the Railways Act of 1921 had accomplished, he would 
have done better had he worked up to the grouping then effected 
and made it the culminating point in a comparatively short 
historical sketch. Ripley’s historical survey of transportation 
in the United States (Railroads: Rates and Regulations) is a 
model worth studying. 

What is really wanted in a comprehensive work on the 
economics of railway transport is a review of the special features 
of railway development in this country, an analysis of the position 
we have now reached—the peculiarly British compromise between 
private ownership and ever-increasing State control—and then, 
the essential part of the study, a scientific examination of the 
problems that confront the railways. Excursions into rather 
juvenile economics on the general question of the function of 
transport are unnecessary. Marshall’s treatment of the question 
in Industry and Trade can hardly be equalled, or the student can 
turn to the very practical analysis of Professor Seligman, whose 
definition of transportation as including the transmission of 
intelligence suggests a field not covered by Mr. Sherrington. 
The latter invites criticism when in his opening words he says, 
“‘ Transportation may be defined as the carriage of persons and 
goods from places where they are less useful to places where they 
are more useful.” 

The railways to-day would seem to be at the lowest ebb of 
their fortunes, facing immensely difficult problems of internal 
adjustment and reorganisation with external conditions unfavour- 
able, and the country on the whole unsympathetic and inclined 
to write off the railways in favour of motor transport. Yet those 
who look beneath the surface may find reasons for thinking that 
the turning-point has been reached and that the very strenuous 
if not always very skilful efforts which railway managements 
have made during the last few years are now being rewarded 
with some measure of success. Grouping meant much disloca- 
tion and, carried out as it was by mere human beings with little 
of the superman about them, much discontent also. Service 
conditions were altered, and up and down the railway lines of 
the country innumerable pinpricks brought into being a railway 
personnel that was rather disgruntled, less loyal than of old, 
and naturally disinclined to assume any responsibility that 
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belonged elsewhere; an unfortunate environment for the railway 
manager who was trying to remodel his line, and one that during 
a period of transition in operating practice must make the risk 
of accidents more serious. 

These difficulties are disappearing as the amalgamation of 
staffs becomes effective, just as in much less difficult circum- 
stances it was gradually accomplished in the big bank amalgama- 
tions. The temporary expedients adopted when the present 
railway companies were formed—large and unco-ordinated 
Boards of Directors, joint managers, and the line of least resist- 
ance generally—are being replaced by efficient organisations. 
One cannot imagine that Sir Josiah Stamp will fail to leave his 
mark on the L.M. & S. Railway, and the mere fact that he was 
called in to preside over one of the great companies throws light 
on the effort that is being made to tackle railway questions in a 
scientific manner. 

A work on the economics of railway transport in this country 
is incomplete without a detailed examination of the problems 
and results of grouping, and we feel that Mr. Sherrington, who 
has many qualifications for the task, should have given it far 
more consideration. EK. C. CLEVELAND STEVENS 


The Problem of Motor Transport: an Economic Analysis. By 
CHRISTOPHER T. BRunNER, M.A. (London: Ernest Benn. 
1928. Pp. 187. 8vo. 12s. 6d. net.) 


Iv was only in 1885 that the light internal combustion engine 
was invented, and up to the end of the century the pioneers 
of motoring remained a laughing-stock and a butt for abuse. 
The Motor Car Act of 1903, which allowed a speed of twenty 
miles an hour, marked the stage of recognition, but the decisive 
public event in the progress of the new form of transport was 
the formation of the Road Board in 1909 and the rearrangement 
of motor taxation which the Finance Act of that year effected. 
The main history of motor transport can therefore be said to go 
back only twenty years, and has yet to be written. The subject 
is ultra-modern, and in attempting an economic analysis of it 
Mr. Brunner has had to work out for himself the method and 
order of treatment, for there was no standard work or text-book 
that could be taken as a model. Statistical information is also 
lacking; traffic figures, etc. are available in various official 
reports, but there is as yet no regular series of annual returns 
going back far enough to make a basis for comparisons. Under 


these circumstances the writer who merely collects the scattered 
No. 154.—voL. xxxIx. 8 
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facts appertaining to the subject is doing useful work, but when 
he succeeds, as Mr. Brunner has done, in putting them together 
in readable form and as the ground-work of much interesting and 
thoughtful economic criticism, he deserves to be congratulated. 

The book is excellent, both from a general point of view and 
as a text-book on a question of first-rate importance. There is 
a brief historical sketch in which the main points are well 
emphasised, chapters on private and commercial cars, on urban 
passenger traffic, road and rail transport, road construction and 
administration, taxation, etc. For the most part the matter is 
well chosen, and irrelevant detail is excluded, though the analysis 
of charabanc traffic seems unnecessary and there is a little 
repetition in the chapter on commercial goods vehicles. In 
places one may feel that Mr. Brunner lays too much stress on 
the undesirability of horse-drawn vehicles in urban areas, and 
on the propriety of taxing them, but he is right in emphasising 
a matter that is at the root of traffic congestion, and if it is true 
that horse transport is actually increasing in London, because it 
is cheaper for short hauls in crowded streets, the suggestion of 
an adequate tax is quite reasonable. His attitude towards the 
railways is perhaps a little superior, though it cannot be said he 
is definitely partisan against them in their struggle to meet 
motor competition. Far from it; in dealing with the Road 
Powers Bill which the railways promoted last year, he points 
out the wisdom of the companies in taking Press and public 
into their confidence, allows without reserve that the railways’ 
request for road powers is reasonable, and correctly anticipates 
the success of the Bill. He is, however, most critical of the 
railways’ argument that they are unfairly treated in the matter 
of rates, and carries the war right into their country, concluding, 
“it is not unfair to say that the railways are being subsidised 
by the road transport interests.’ 

One cannot always agree with Mr. Brunner. He appears, 
for instance, to exaggerate the inelasticity of demand for goods 
traffic, not allowing sufficiently for the effect of improved facilities. 
His dictum that a monopoly of road transport is inconceivable 
requires to be qualified as regards a limited area, such as that 
controlled by the L.G.O.C., and it is not easy to accept his view 
that motor transport provides more employment than rail trans- 
port. But his treatment of the subject throughout is stimulating 
and thoughtful, so that one can agree to differ here and there 
and still thoroughly appreciate the book. The only thing against 
it is the price, which is prohibitive for a short text-book. 

E. C. CLEVELAND STEVENS 
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The Railway Policy of South Africa. By S. Herpert FRANKEL. 
(Johannesburg: Hortors Limited; London: Longmans, 
Green & Co. Pp. xvii + 367. 2s. cloth, 1s. paper.) 


RECALL to mind the major traditional tendencies of national- 
ised railways; select those due to political influences; place 
them in a South African setting; and you have the chief ingredients 
of an extremely vigorous book. This is all the more surprising 
in view of the meticulous care taken in the Act of Union in 1909 
for securing that the newly-established system should be operated 
on commercial principles, free from political taint. The Act 
definitely provided for the setting up of an “ independent ”’ 
Railway Board, consisting of not more than three commissioners 
and a Minister of State, to control and manage the railways, 
ports and harbours of the Union on “ business principles.” It is 
the author’s aim to show that these provisions have been con- 
sistently violated, to the detriment of the country, largely owing 
to the powerlessness of the Board and its subservience to the 
wishes of the Government. 

Quite in contravention of 1909 principles, the system has 
been burdened by the over-generous capitalisation at which it 
was originally taken over. In addition, the annual charge for 
depreciation and renewals has been much greater than the 
average life of the stock warrants. The provision of new capital, 
far from being decided on its economic merits, has been subjected 
to arbitrary political expediency, sometimes with the inevitable 
result that the repairs and renewals fund has been raided to 
finance new expenditure which ought to have been capitalised. 
New main and branch lines, as in so many State-operated systems, 
have been the play of political tacticians. To political and 
social motives must also be ascribed non-economic payments and 
the grant of cheap services for certain purposes. 

By far the most intriguing criticism is that which accuses 
the Government of using its uncontrolled rate-making power in 
such a way as to encourage or discourage industries, without 
open debate in Parliament. There is no equivalent to our Rates 
Tribunal or Railway and Canal Commission, before which traders 
may bring their complaints. Hence, some staple products have 
been burdened with what appears to be more than a “ reason- 
able ’’ share of the fixed charges, and others do not even cover 
their special costs of movement. The last word has not yet 
been said on the relation between theory and practice in railway 
rate fixation. Apart from the abstract case of discriminative 


monopoly, set out in the works of Edgeworth and Pigou, in 
$2 
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which traffic is charged what it will bear in the monopoly sense 
of the phrase, the sharing of the overheads among the whole 
traffic admits of a great deal of variation in actual world practice. 
Neither Taussig’s nor Acworth’s analysis can claim to settle a 
concrete problem. When, therefore, one comes to speak of the 
“‘ reasonableness’ or otherwise of the apportionment there is 
room for controversy. At the same time, so striking are the 
examples that it does not require much spirit of practical com- 
promise to agree with most of the rate conclusions set out in the 
book. Protection versus free trade, to which the argument 
boils down, is still a political debate. 

These are strong accusations, though it is natural to expect 
a little exaggeration in order to set out the case for criticism in 
the brightest light. Who, for example, will say that under- 
estimating of branch line construction costs and prospective 
revenues is a feature entirely unknown to privately owned 
railways? For the most part, however, the author treats the 
administration soberly, preferring to under-state rather than 
magnify his conclusions. There is sufficient to provoke disagree- 
ment as well as agreement that the value of the book may well 
prove to be more in the discussion which it calls forth than in 
the unanimous acceptance of its findings. The Honourable 
J. H. Hofmeyr describes it as ‘‘ arresting.” If it only compels a 
questioning of present policy it will have done useful work, 
though there seems no good reason why it should not stimulate 
definite active reform. This need not necessarily be along the 
lines recommended by the author, as there are political issues 
of great importance to be faced. The long distances in South 
Africa indicate that motor competition with her railways will 
be much more localised than in the big towns of Great Britain, 
but the Union will need to set her house in order if she hopes 


for its commercial efficiency. 
C. D. CAMPBELL 


The University, 
Manchester. 


Economics of Coal-Mining. By R. W. Dron. (Arnold. Pp. 
168. 10s. 6d.) 


TuE bulk of Professor Dron’s book is designed for the technical 
guidance of mining engineers on such questions as mineral leases ; 
the valuation of minerals and collieries; the financial aspect of 
power production and coal cleaning; the legal questions involved 
in the establishment and maintenance of a working colliery. 
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Even when he is most technical, however, he is continually 
throwing out, in mental asides, points which confirm or are based 
upon economic theory. The deplorable housing conditions in 
many isolated mining communities, for example, is explained 
upon the grounds that the average life of a house is greater than 
that of a colliery. There is a possibility, therefore, that houses 
built specifically for miners may be valueless long before they are 
worn out, and this necessitates either a higher rent being charged, 
or the same rent for less satisfactory houses, than is the case in a 
large town. Oragain. Anyone who is accustomed to discuss the 
law of Diminishing Returns in its application to mines, and who 
vaguely refers to the more than proportionate increase in cost as 
the size of the mine-shaft is increased, should refer to pp. 90-91, 
where he will find that, for a given set of conditions, there is one 
cheapest size of shaft, for whilst the cost of sinking increases with 
size, the cost of ventilation decreases. Professor Dron’s incursions 
into cost accounting show how the principle of substitution is 
constantly operating not upon the basis of known quantities, but 
supported by a series of estimates of future market and pro- 
ductive conditions, none of them capable of immediate verification, 
and few of them informed by experience of exactly similar 
conditions. It is interesting to find, however, that the elaborate 
estimates which must precede the sinking of a new mine have been 
simplified by the quarterly figures of cost and output which the 
Secretary of Mines publishes for each district and which provide 
a “norm ” around which a company contemplating a new colliery 
can make the necessary allowances for the peculiarities of its own 
enterprise. 

Most economists will find Chapter VIII of greatest interest, for 
therein the writer joins issue with the Samuel Commission of 1925. 
It will be recalled that the Report of the Royal Commission on the 
Coal Industry of that year came out strongly for amalgamation of 
many of the existing small industrial units. It supported this 
suggestion both by deductive and inductive reasoning, for it 
first paraded the theoretical advantages of large-scale production, 
and then used elaborate statistical material to show that in the 
coal-mining industry of the United Kingdom, size and efficiency— 
efficiency being measured by output per man shift and profits per 
ton—usually went together. Dron’s attack upon this argument 
is a twofold one. He doubts whether the theoretical advantages 
of amalgamation are either so great, or so essentially bound up 
with amalgamation, as the Samuel Commission claims, for he 
attempts to show that many of the economies might be obtained 








258 THE ECONOMIC JOURNAL [JUNE 


by some arrangement between groups of separate owners in each 
district, and that some of the alleged savings might involve greater 
use in other directions, as, for example, when the working of 
** barrier ”’ coal increases the charges of pumping. In the second 
place he doubts whether the statistical reasoning of the Com- 
mission was conclusive. 

The pitfalls and inadequacy of reasoning based solely upon 
statistics, and the ease with which, in a controversy in which the 
issue turns upon statistics, the parties can be talking about 
different things whilst they appear to be discussing the same 
thing, were never more apparent than in this case. The issue 
between Professor Dron and the Samuel Commission involves both 
points of fact and lines of reasoning. The points of fact at 
dispute are: how far are size and efficiency related when dealing 
with individual collieries, and how far are these two things 
connected when one is concerned with undertakings—companies 
which may own more than one mine. Measuring efficiency by 
output per man shift, the Samuel Commission asserts that in the 
case of individual collieries the larger is usually the more efficient. 
Dron scores a palpable hit here, for he shows that this conclusion 
is only true if the whole of the country is taken, that the Com- 
mission has been guilty of the cardinal sin of “ averaging ”’ 
(against which it warns the reader at great length on p. 45 of its 
own report), and that for the older fields, such as Lancashire, 
Durham, Scotland and Leicester, the opposite is the case. The 
Commission, however, was not directly concerned with the 
relation between size and efficiency in individual mines; its case 
depends more upon the relation between these two variables for 
undertakings. One minor difficulty here is that the Commission 
had figures for the whole year 1923 and for the first six months of 
1925 and the lessons taught by the statistics are not altogether 
the same for the two periods. It will probably be admitted, 
however, that the Commission does prove satisfactorily that in 
the case of undertakings size and efficiency go together. Dron, 
indeed, makes two minor criticisms, but they do not appear to be 
of great importance. The Commission, however, never squarely 
faced the point that to show that large undertakings are more 
efficient than small does not necessarily prove that amalgamation 
is desirable or even possible. The efficiency of the large under- 
takings may have been due to their happening to include the 
richer mines, and not to any advantages arising from grouping. 
This point is, indeed, mentioned on p. 264 of the Report, and 
it is obvious that the Commission appreciated the weakness in 
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their chain of reasoning, but they make no serious attempt to test 
the strength of this link, which may indeed be weak enough to 
undermine the whole of their case. 

More vital still, and this is a point which both authorities 
appear to have ignored, is the assumption that size brings 
efficiency. All the statistical information which the Commission 
put forward can just as well be used to prove the converse, that 
efficiency brings size, that the large undertakings are not efficient 
because they are large, but large because they are efficient, and 
that the diversity of natural conditions in the mining industry has 
produced a whole range of firms of graduated size, each of which 
is producing on the most economic scale. To use the words of 
Mr. L. Robbins in a recent article in the Economic JoURNAL, 
“among businesses there is not one optimum size, but as many 
optima as there are different kinds of combination of factors of 
production.”” Professor Dron has been well advised to raise this 
question again, for it is a matter of more than theoretical interest. 
It may indeed be that to suggest that the many small firms in the 
coal-mining industry should be amalgamated into larger concerns 
in the hope of making economies is as useful as putting up an 
umbrella to encourage it to rain. It may be that the slow 
progress of amalgamation under Part I of the Mines Act (1926) is 
due not to the inertia of the coal-mine owners, but to the fact 
that they understand their business better than the Samuel 


Commission did. 
J. JEWKES 


How to abolish the Slums. By E.D.Stmon. (Longmans. 4s. 6d.) 


As an expert in all matters of local government Mr. Simon 
won his spurs long ago, but this able and emphatic book on the 
next phase of the housing problem has probably added more to 
his reputation than anything he has yet published. The “next 
phase ”’ is, of course, the abolition of slums, a task which, it is 
safe to say, no industrial community has ever yet finally accom- 
plished. The other parts of the housing problem are, by com- 
parison, straightforward, being mainly a question of money, and, 
as Mr. Simon points out, it will not be long before we have in this 
country a sufficiency of houses for those who can be prevailed 
upon to pay a rent of from 10s. to 15s. a week. But the slums 
are more intractable ; their roots lie deep in the social and industrial 
conditions of the time, and no building programme, by itself, 
will cause the slums to melt away. Yet so long as they are 
suffered to continue, and indeed increase, in this country our 
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ever-growing equipment of social services is partly wasted, and 
social progress halts. To-day the position is, that in spite of the 
relatively successful housing campaign of the last four years, 
nothing effective has yet been done for the slums; indeed over- 
crowding and the conditions of the houses are worse than in 1918. 
In such areas as Bermondsey over one-third of the families are 
still living two or more persons to a room. Shoreditch is worse. 
Glasgow has 20,000 two-room houses and 1,600 one-room houses 
containing seven to nine persons to a “ house.” The question is, 
can we now proceed to build dwellings up to the approved standard 
which can be let at prices and on terms that will enable these 
people to be removed from the slums? Mr. Simon thinks we 
can—by the aid of a small extra subsidy. He is not prepared to 
wait for the only fundamentally sound solution, which is that 
every man’s standard wages should enable him to acquire decent 
house-room for his family, nor does he put much faith in recon- 
ditioning of houses or cheaper building or rate relief, though these 
will help towards the end in view. The needs of the children 
must be satisfied, and satisfied by means of an extra State sub- 
vention. After all, he argues, if the State can risk the element 
of pauperism inherent in free education, free public health and 
free pensions at seventy, and can make collective provision 
against accident, sickness and unemployment, it surely cannot 
deny to its children the elementary decencies of home life. Mr. 
Simon’s concrete proposal is a children’s rent allowance of 1s. a 
week per head for every three-child family with an income of 60s. 
a week or less. Putting the total number of children in this 
category at two millions, he claims that the evil of the slums 
could be conquered for about £5 million a year. 

If it could be done, we agree with Mr. Simon that it would be 
cheap at the price, especially if, by the same stroke, we could solve 
the whole baffling problem of the semi-derelict class, which more 
or less coincides with the slum population. But could we? Has 
Mr. Simon measured the full difficulties of the task? In a broad 
way he identifies the dwellers in slums with the class of workers 
earning small incomes, and his estimates are based on the inquiry 
into poverty conducted by Prof. Bowley in 1924 in the towns of 
Reading, Bolton, etc. We have no desire to dispute his figures, 
but we venture to doubt whether his analysis cuts deep enough. 
Wage statistics are obviously important, but we feel the need of 
some analysis which would reveal something more of the social 
and industrial condition of the class Mr. Simon is striving to help. 
Is such information anywhere available? Can, for instance, any 
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relevant evidence be obtained from other social services, such 
as Unemployment Insurance or the Poor Law? During recent 
years much material of value to the student has been collected 
by these services, particularly by the Ministry of Labour. This 
is no place to discuss the new evidence in detail, but, broadly 
speaking, what it seems to suggest is this: that there exist, at 
the lowest levels of the labour market, not less than half a million 
persons (not necessarily the same individuals as those included 
in Mr. Simon’s half-million) who are not really eligible for regular 
employment and are only capable of competing for inferior 
temporary jobs. In the technical sense they are able-bodied. 
They all get some work, thus keeping within the wage-earning 
and insured category. The personnel of this partially submerged 
class is neither constant nor uniform. Some individuals, the 
younger men and women, are often capable of being trained to 
better things; others are, approximately, a helpless or a vagabond 
class of deteriorated humanity for whom nothing but deterrence 
or coercion is likely to avail. The whole class of half a million 
or more can be pictured as slowly moving through a hopeless 
cycle of events—a little work at wages, such insurance benefit 
as they can qualify for, then a gap of time during which they 
disappear from public view, subsisting on relatives or by any of the 
mysterious ways in which the poorest of the poor manage to 
support life. Sooner or later they turn up again as applicants for 
out-relief from the Guardians. To none of them would a state 
of dependence appear to be an abnormal condition. 

Is it not reasonable to conclude that this class comprises a 
large part, the hard core, of the slum-dwellers whom Mr, Simon 
hopes to re-house, if not to reform? If so, we fear that his 
children’s allowances would be a pill to cure an earthquake. 
Neither on the financial, nor on the human, nor on the industrial 
side would the slum problem be solved. Compulsorily re-housed 
at the approved minimum standard, a large proportion of these 
tenants would, for one reason or another and for shorter or longer 
periods, fail to meet even their reduced rent charges, and, mingled 
with this, there would be a running fight between the Local 
Authority and those who fell below the required standards in 
more than their weekly payments. Once the principle of scaling 
down rents according to family needs was admitted, would there 
be any practicable halting-place short of the complete public 
provision of this class of housing? The Authorities would, it is 
suggested, have to allot to each family the minimum house-room 
irrespective of capacity to pay. Rent would be a secondary 
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consideration. Some tenants would have to be released from all 
payment, thus becoming indistinguishable from the recipients of 
domiciliary relief at the hands (in future) of the same Local 
Authority. But a “ poor law ” investigation would have to be 
made in every case and charges would be assessed strictly on 
income. The weapon of eviction could only be used in the last 
resort, because, in the absence of any other approved accommoda- 
tion, eviction would mean the break-up of the family and com- 
mittal to the workhouse. 

Such measures would be a drastic dose of bureaucratic 
socialism, but, if Mr. Simon’s children’s allowances proved too 
small in amount and too inelastic in operation to do more than 
skim off the top layer of the depressed class, it would, we believe, 
be to methods of this kind that he would be forced before the 


abolition of the slums became an accomplished fact. 
R. C. Davison 


London School of Economics. 


Les Caisses de Compensation des Allocations Familiales en Belgique. 
By Groreres Dre Lerner. (Bruxelles: Maurice Lamertin. 
1929. Pp. 195.) 


PROFESSOR DE LEENER’S small work is of value, in that it adds 
considerably to our knowledge of the operation of schemes of 
Family Allowances in Belgium; it is also of interest on account 
of its discussion (if one may not say clarification) of some of the 
controversial issues involved. Much of the ground covered is 
inevitably familiar, yet the author provides a welcome statement 
of the method of organisation of the caisses, considering such 
problems as are involved in the appropriate basis of organisation, 
whether industry or region; he discusses the various systems of 
levying contributions, the achievements of the funds in Belgium, 
the effect of the Act of 14th April, 1928, of which the text is 
reproduced in an appendix. On all these matters, and on minor 
questions of administration such as are involved in the problem of 
double insurance (le cumul), Mr. De Leener writes informatively and 
with faith and enthusiasm. The “ allocations familiales,” he holds, 
are definitely incorporated in the industrial system of Belgium ; 
time has consecrated them; the future will consolidate them. 

But perhaps the chief interest in Mr. De Leener’s work lies in 
Mr. De Leener himself. It is doing him no injustice to say that, 
whether consciously or not, he is throughout the spokesman of 
the Belgian employers, that he represents their point of view, 
and that when he is persuasive, it is primarily to recalcitrant 
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employers that his persuasions are addressed. This at times leads 
him to subtleties which scarcely escape being inconsistencies. It 
is for him fundamental that the allowance is a “ libéralité du 
patron,” and he emphasises this by declaring in the manner of an 
orthodox economist, that for labour under given conditions of 
place and time “ there can only be one and the same price ”’ 
(p. 19). The allowance must therefore be considered independ- 
ently of the remuneration of labour. It is, in fact, neither wages 
nor a complement of wages—a point of substance in connection 
with workmen’s compensation. Legally, the allowance is a free 
gift (libéralité), and does not correspond to any distinct “ con- 
treprestation de travail ’’ (p. 20). The utmost he will go here is 
to regard the. allowance as a “corrective” of the defects of 
remuneration of labour, ia so far as that is based exclusively, “ as 
it ought to be in sound logic,”’ on the service rendered (p. 23). 
This basic view, which is of course justified on the actual historical 
development of family allowances, can hardly avoid bringing with 
it a certain aroma of paternalism, which is not to be overcome by 
any process of concealing the employer behind the caisse. Yet 
Mr. De Leener will not hear of paternalism, and distinguishes the 
system of allowances from all other forms of paternalism because, 
while the allowance is not a wage, it is nevertheless “ comprise 
dans l’ensemble du systéme de rémunération de la main-d’cuvre.” 
While emphasising that the allowances are totally distinct from 
wages, he is thus constrained to make them a part of wages. 
While emphasising throughout that the caisses have been created 
by the employers “ dans une conception trés libérale de leur réle 
patronal ” (p. 139), he yet repudiates all suggestion of paternalism. 
The inner contradiction appears glaringly when on two adjacent 
pages he categorically asserts that the system of “ allocations 
familiales”’ has the great merit of escaping any reproach of 
paternalism, and at once proceeds to quote the Congress of the 
Commission syndicale which, as recently as July 1928, protested 
against the allowances assuming the form of a “ libéralité des 
employeurs”” (pp. 145, 146). It is significant that the really 
fundamental question of the reaction of allowances on the basic 
wage—a consideration of which alone could determine whether 
the allowances are a libéralité—is nowhere approached by Mr. De 
Leener. His persuasions addressed to the employers, indeed, 
rather imply that they are not. 

On questions of population, Mr. De Leener holds, correctly, 
that if the object were to counteract a decline in the birth-rate, 
this would properly be a matter for the State and not for industry. 
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Yet here also he is driven to subtleties. For if the “ allocations 
familiales ’’ should lead to an increase in the birth-rate, this would 
not be, he suggests, a matter of indifference to industry, above all 
in a country like France, which is threatened with a shortage of 
labour (p. 24). The argument is familiar, but surely it rests on 
confusion of thought. For there are not two questions of popula- 
tion—one of population in the abstract, which concerns the State, 
and one concerning the future supply of labour, which concerns 
Industry. On the actual effect of allowances on the birth-rate 
Mr. De Leener is inevitably inconclusive, realising that an ap- 
parent rise may be merely due to the influx of expectant fathers 
and the natural expulsion of the bachelor. Yet even this, our 
author tells us, is a matter for gratification, since the father of a 
family represents a more stable and thoughtful element in the 
population (p. 26). This argument for employers, it may be 
observed, is obviously one that fails in its effectiveness as the 
schemes become more comprehensive. 

While Mr. De Leener is emphatic as to the advantages derived 
by the workers, nevertheless one who views the whole question 
as a libéralité of the employer is almost necessarily impelled to find 
reasons for this libéralité. Some of these gains have already been 
noted. Waiving the general question of population, the 
system contributes to the increase of the quantity and the quality 
of labour. Ina phrase which is ominously reminiscent of Marx, 
it is argued that the system provides reserves of labour to which 
resort may be had according to the development of industry. 
Employers who think that the whole question is one for the State 
overlook the advantages of the allocations “ au point de vue de la 
fixation des salaires et de la modération du cofit de la main- 
d’ceuvre ”’ (p. 98), a phrase which would seem to indicate that 
libéralité is the truest form of economy. On the general question 
of the relations of the workers and the employers, Mr. De Leener 
would seem to view the system of “ allocations familiales ” as 
an appropriate method of strengthening the position of the 
employing class. It is in the name of “ la solidarité patronale ” 
that he appeals to employers to make the system as universal as 
may be, thereby avoiding the danger of further legislative inter- 
ference, tending to rob the system of its present elasticity. Ina 
phrase which reveals a beautiful and delicate choice of words he 
tells us that “‘les mouvements ouvriers pour la hausse des salaires 
perdent de leur impatience sous l’influence des avantages que 
la famille ouvriére nombreuse retire des allocations ”’ (p. 150). 

Mr. De Leener’s essay is a useful supplement to the existing 
literature on the subject; even if he tries at times to face both 
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ways and to make the best of all possible arguments, he is none 


the less instructive. 
ALEXANDER GRAY 


Marischal College, 
Aberdeen. 


Principles of Money and Banking. By R.D. Kiwporne. (A. W. 
Shaw Co.) 


Tuts book of 559 pages is designed to serve as a text. It is 
divided into four parts, which deal respectively with Money, 
Foreign Exchange, Commercial Banking and the Federal Reserve 
System, and Non-Commercial Banking. In each part the treat- 
ment of the relative subject-matter is comprehensive, well arranged 
and the writing is in general clear and not confusing. Besides 
the necessary historical background to be found in other texts, 
the writer has, moreover, been particularly concerned to discuss 
the recent developments in each branch of the subject... Lastly, 
the book is well supported by diagrams and illustrations, and in 
general it is worthy of attention. 

More specifically, however, in places the treatment of modern 
developments suffers from an excess of scepticism—if not of 
agnosticism—on the part of the author. In discussing Professor 
Fisher’s stabilised dollar scheme, for example, none of its virtues 
are cited (p. 162); Mr. Keynes’ proposals receive a similar though 
more ruthless treatment (p. 170); the assumed causal relation 
between rediscount rates, the volume of bank credit, and the price 
level, when tested by American experience since 1920, is found to 
be absent (p. 329); and the doctrine of purchasing power is dis- 
missed as being “ based upon a very strict and narrow inter- 
pretation of the quantity theory of the value of money ” (p. 276). 
As for the quantity theory itself, the discussion of it is premised 
with the statement that the quantity theory school “ cast aside 
almost completely any changes in the quantity of goods as being 
in any way responsible for that high price level ”’ (p. 135). 

In the section on banking the book is rendered more interesting 
to English readers by the parallels drawn between the American 
and English systems. In general the material relating to the 
English system is accurate. A slight slip occurs on p. 289, where 
the joint-stock banks are said to “ simply forward to the Bank 
of England commercial paper and have it rediscounted, and the 
proceeds become the reservus of the English banks.” Again, the 
currency notes are referred to as “‘ Bradburies ”’ throughout. 

J. SYKEs 


University College, Exeter. 





266 THE ECONOMIC JOURNAL [JUNE 


Kartell-Organisation. By 8. Tscurerscuxky. (Berlin: Spaeth u. 
Linde. Pp. 190. 6.50 m.) 


Tue author of this book has so special and intimate a know- 
ledge of the Kartell system that his account of its working is a 
contribution of unusual value to the extensive literature of indus- 
trial organisation in Germany. The analysis of monopoly is not, 
in these German monographs, carried to any great degree of pre- 
cision; this is both the strength and the weakness of the great 
bulk of Kartell studies. We are directed rather to problems of 
administration, to the “‘ compromise-politics ’’ of those who are 
endeavouring to find a mean between control and competition, 
and who do not pretend to have a solution that is free from dis- 
advantages and dangers. Only a few Kartells can be said to 
have established their position; otherwise, there is an unceasing 
administrative effort to reconcile from time to time, by one device 
after another, the ideals of free enterprise and of ordered develop- 
ment. Dr. Tschierschky’s book recalls by its completeness of 
detail, and by its constantly practical attitude to Kartell problems, 
the similar work of Liefmann. An exhaustive classification of 
Kartell forms is supplemented by extracts, admirably chosen, 
from the terms and agreements of the organisations, and these 
Erléuterungen give the reader a running illustrative commentary 
which is pointed and concise. 

The author agrees with Liefmann that the essence of the 
Kartell is the control of the market rather than the rationalisation 
of production. The latter may or may not follow, according to 
conditions; but the Kartell is in itself Wirtschaftsconservativ, 
and in its essence regulative of market relations alone. Hence 
follows an interesting study of what this implies to the independ- 
ence and individuality of the separate and diversely situated 
producers. This problem, so often discussed, is handled with 
much freshness and a sense of futurity; difficult as it is, it is one 
which just has to be solved. 

Perhaps the most striking chapter is that which deals with 
the measures taken by Kartells against the independent outside 
producers. It is at first strange to have both the outsiders and 
the consumers defined as the “ enemy ”’; but the idea of organisa- 
tion as necessary against the consumer is part of the historical 
treatment, and is not peculiar to Dr. Tschierschky. It is only 
within the ambit of the claim, historically set forth, that the 
Kartell organisation is essential, that we can appreciate this calm 
account of the Kampfmittel—the cutting off from competitors 
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of supplies of materials or credit, restrictions in their transport 
facilities, or the various types of boycott. 

This is the most informing of modern works on the Kartells. 
It is much to be desired that some of these studies were available 


in English. 
D. H. Macerecor 


The Evolution of Industrial Organisation. By B. F. SHrIELps, 
M.A. (Pitman: Pp. 296. 10s. 6d.) 


In the preface it is explained that this book is the outcome 
of a series of public lectures delivered in University College, 
Dublin, during the session 1926-7, and attended by business 
managers, trade unionists, Civil servants, and teachers and 
students of business organisation; that the lectures have been 
largely rewritten and brought up to date, and that the book is 
intended to provide a means of systematic instruction to the 
same classes of students who attended the lectures. “On the 
cover the book is further described as containing a preliminary 
historical outline of the growth of industrial organisation, 
followed by ‘‘a very clear and informative study of the con- 
temporary position of business combinations, scientific manage- 
ment, methods of industrial remuneration and the minimum 
wage, vocational guidance, industrial education and industrial 
welfare work.’ As a description of the general nature of the 
book this could not perhaps be improved upon. The book is 
informative of the contemporary position of the subjects men- 
tioned, but (or consequently) it is not a study of the evolution 
of industrial organisation in the sense that it depicts it as an 
organic growth arising out of forces of specialisation and integra- 
tion under changing conditions. 

In Chapter I it is true we are presented with a number of 
salient characteristics or “landmarks” of modern industrial 
organisation, and in the chapter following with a treatment of 
business combinations, but the two chapters are not integrally 
connected. The topics dealt with in the subsequent chapters 
and the space devoted to them would seem to be more deter- 
mined by the “‘ special request ” element arising out of the nature 
of the audience and other fortuitous circumstances than by a con- 
sidered view of their importance in an organic whole. Even 
within each topic the treatment is mainly descriptive, and from 
the text-book standpoint there is a lack of indication of under- 
lying principles. The chapter on business combinations, for 
example, gives a concise survey of the more general influences 
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which have encouraged the combination movement, and the 
various forms of combination are clearly described, and particular 
examples are given, but nowhere does it emerge definitely from 
the treatment that the form is dependent on the nature of the 
industry and the special conditions it has to face. It may, 
moreover, be something of an achievement to write a chapter on 
business combinations which includes a discussion on the attitude 
of public opinion in this country and elsewhere without once 
mentioning the soul-satisfying term, rationalisation. Doubtless 
the omission of the term is unimportant, but the conception 
which it stands for indicates a changed or more positive attitude 
of mind, absence of any reference to which is apt to raise suspicions 
as to the systematic nature of the treatment and its claim to be 
up to date. 

A similar line of criticism is suggested by the treatment of the 
questions bearing more directly on the organisation of labour, 
such as trade boards and the minimum wage. After all, the place 
of these methods in industrial organisation is not to be understood 
apart from trade unionism, and trade unions are but incidentally 
referred to in the book. The methods indicate an acceptance by 
the State of the trade union principle of collective bargaining, 
and are designed to supplement it and enforce it in special cases. 
A standard or minimum rate of some sort is a logical outcome 
of collective bargaining; the good or bad effect of the rate will 
depend on the point at which it is fixed relative to the prevailing 
conditions and any other restrictions which may exist alongside 
of it. In a legal minimum wage there is admittedly a certain 
rigidity which does not exist in the more voluntary rate, and this 
has its own special and important effects, but the time is really 
past for discussing whether a minimum rate tends to be a maxi- 
mum rate, as if that tendency were inherent in the principle 
itself (p. 196). 

The book, however, contains a great deal of information in a 
clear and concise form, and a good attempt has been made to 
include in short compass reference to conditions in other countries ; 
but information may be a little overwhelming in a text-book, 
and one has a lurking sympathy with the statement, ‘‘ Merely 
to mention the by-products obtained in the course of slaughtering 
is a task in itself” (p. 40). 

Mary T. RankIN 

University of Edinburgh. 
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System der Handelspolitik. By Josrr GruntTzeL. 3rd ed. 
(Vienna: Springer. 1928. Pp. 516.) 

THE well-known treatise on trade policy by Professor Gruntzel 
appears now in a third revised edition. The second edition 
appeared in 1906. 

The book is especially remarkable for its systematical arrange- 
ment and extremely clear exposition. It differs from the majority 
of German treatises in having no footnotes or references to 
authorities. 

After a definition of the field of his investigation and an 
historical sketch of trade, the author divides his book into two 
parts: in the first part he treats systematically the inner trade 
policy of a country, and in the second part the foreign trade 
policy. 

In the first part the different forms of inner trade are defined 
in masterly fashion and a description of institutions helping 
development of trade is given, viz. of fairs, exchanges, legislation 
or competition, trade-marks, etc., concentration of trade, com- 
mercial education and social legislation. A vast mass of examples 
from practice of a great many countries offers good illustration 
of the otherwise dry text. In the chapter devoted to the definition 
of wholesale trade and retail trade an interesting description of 
the competition between them is made. 

In the second part the author exposes with great fairness the 
chief theories on mercantilism, free trade and protection; he 
does not advocate any of these systems, although he shares 
chiefly protectionist views (p. 258). Gruntzel’s ideas on Economic 
Protectionism are familiar to English students, as he has published 
a very able and lucid book on this subject in English in 1916 
(in Carnegie Endowment Publications). 

In the second part of his treatise Professor Gruntzel reviews 
systematically different systems of tariffs, principles of com- 
mercial treaties, influence of taxation and bounties on foreign 
trade, preferential duties, bonded warehouses and free harbours, 
foreign trade statistics, sample museums and export organisations. 

One is amazed at the great mass of material collected in this 
book. Many additions on post-war legislation are made, but 
unfortunately new problems and new economic conditions created 
by the Great War in the international trade are scarcely touched 
upon in the edition. 

The subdivision of contents remains the same as in the earlier 
editions. A table giving the most important features of com- 
mercial treaties of practically all the nations of the world dis- 
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appeared in the edition. And—the spelling of the name of the 
author has been changed, viz. Gruntzel instead of Grunzel in his 
former publications. 

A selected bibliography is added; but some very important 
publications are not mentioned; for instance, the book of Pro- 


fessor Viner on dumping. 
PavuL HAENSEL 


Prospettive Economiche : 1929. By Gioraio Mortara. (Milan : 
Universita Bocconi. 1929. Pp. 498.) 


Tuts is the ninth of Professor Mortara’s annual surveys and 
forecasts of movements in the production, consumption, foreign 
trade, prices, etc., of a number of the most important products of 
world trade, including hydro-electric power, freights, currency 
and finance. 

As always, the volume contains an immense mass of valuable 
comparative data; the statistical tables are clearly set out and 
well-chosen, while Professor Mortara’s comments are informative 
and suggestive. It would add to the value of the book if more 
indication could be given of the sources from which the figures 
are taken. 

The section on coal contains a careful analysis of conditions 
in the different coal-mining areas and of the relative position of the 
exporting districts in the competition for markets. The aggregate 
coal output of the world in 1928 may be estimated at 1,315 million 
tons, including lignite reduced to its coal equivalent. Compared 
with the output of 1913—1,160 million tons—this represents an 
increase of not more than 13-4 per cent.; but, on the one hand, 
the increase of the supply of energy from water-power and oil may 
be estimated as equivalent to about 300 million tons, and, on the 
other hand, technical developments have greatly reduced the 
amount of coal used in many industrial processes. The proportion 
of the total energy produced, attributable to coal, which was 
90 per cent. in 1900, was 84 per cent. in 1913 and 64 per cent. in 
1927. The continuance of subsidies in various guises in many 
countries, together with the inelasticity of the demand for coal, 
makes it probable that prices will remain at an unprofitable level 
for most exporting districts. Poland, despite her geographical 
situation, is favoured by low wages and rapidly increasing 
efficiency, while in Germany the economies of rationalisation, 
carried out at great cost, have been largely offset by higher wages 
paid to the coal-miners. Professor Mortara takes a pessimistic 
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view of the future of the British coal industry. From 1913 to 
1928 the output of Great Britain declined by 49 million tons, while 
that of the continent of Europe increased by 67 millions tons. 
“The continued contraction of exports and of supplies to inter- 
national shipping [from Great Britain] in 1928, in spite of the low 
price of coal, is specially worthy of note.” 

In the case of cereals the-good harvest of 1928, which was 
abundant both in the principal exporting and consuming countries, 
has kept prices very low during the last year. Demand is inelastic 
and stocks of wheat carried over to the next cereal year will be 
abnormally heavy. Even in the event of a poor harvest the exist- 
ence of these stocks will militate against any considerable rise 
in prices. The situation in Italy is interesting because the 
campaign for an increased production of wheat is showing con- 
siderable results. Improved methods, especially the greater use 
of artificial manures, are leading to higher yields in many parts 
of the country, but the greater intensity of cultivation is not 
necessarily accompanied by increased costs. Professor Mortara 
quotes figures to show that, under the traditional methods of 
cultivation in the Plain of Lombardy, the average yield per 
hectare in 1928 was 25 quintals at an average cost of 112 lire per 
quintal, while land in the same district cultivated intensively 


produced 40 quintals per hectare at an average cost of 93 lire 
per quintal. 


C. W. GUILLEBAUD 


The Economic, Financial and Political State of Germany since the 
War. By Dr. Perer P. Retnnotp. (New Haven: Yale 
University Press, and London: Oxford University Press. 
1928. Pp. 123. Price $2 and 8s. 6d.) 


Dr. REINHOLD was Finance Minister of the German Reich 
during critical years of the after-war period, and he therefore 
writes on his own subject with special authority. Much of his 
book belongs to what appears to-day to be very ancient history, 
yet in order to understand the reparation question as it now is, 
some knowledge of the several phases through which it has passed 
is necessary, and these six chapters—they are really lectures given 
in the United States—contain all the essential facts. The account 
of the decline and eventual revaluation and stabilisation of the 
mark is particularly interesting. Reinhold attributes Germany’s 
financial recovery to the “‘ miracle of the Rentenmark,” remarking 


that the success of the new mark was due to the fact that the 
T2 
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German people, weary of the tortures of inflation and despairing of 
any other salvation, ‘‘ grasped greedily at the new medium.” It 
was, in fact, a sort of faith-healing on the material plane. How 
unhealthy conditions had been allowed to become is illustrated 
by the fact that the ‘‘ Personnel Retrenchment Ordinance,” under 
which Reich Departments were to reduce their establishments to 
reasonable proportions, led to the cashiering of 114,000 officials, 
32,000 clerical employees, and 184,000 workmen in Government 
service, representing a saving of 300 million marks a year. 
Counting the reductions made by the States, provinces and muni- 
cipalities, three-quarters of a million persons are said to have come 
under the great purge. 

For the Dawes scheme and its author, as well as for the present 
Agent-General for Reparations, Reinhold has nothing but praise, 
yet he evidently anticipated the revision which is a subject of 
negotiation at the present moment. Although he predicts a hard 
discipline for his nation for a long time to come, he has no doubt 
that Germany will come through her difficulties and be all the 
stronger, politically and morally, for the ordeal. A spirit of 
moderation and fairness and a hopeful outlook are outstanding 
merits of this book. 

W. H. Dawson 


Banking Standards under the Federal Reserve System. Published 
for the Bureau of Business Research, North-Western 
University. (Chicago: A. W. Shaw Company. 1928. 
Pp. xxxviii + 420. $7-50 net.). 

Dr. Horace Secrist, as Director of the Bureau of Business 
Research, and his colleagues in the Bureau worked for two and a 
half years on this study, attempting “ to discover norms, trends, 
and correlations which could be measured and stated as tendencies,” 
in the belief that they “would have both a practical and a 
theoretical value.” A considerable number of practical bankers 
aided with advice, but Dr. Secrist takes full responsibility for the 
results, and is, therefore, with his working colleagues entitled to 
full credit for the heavy amount of labour involved. The book 
may be roughly divided into two parts, the first in which norms 
and trends are sought in earning assets, deposits, gross earnings, 
operating expenses, and net earnings, and the second in which 
these various headings are correlated in different series; 216 tables 
and 54 charts summarise the analyses of the data at the several 
points of approach. Each Federal Reserve district is treated 
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separately, and then the district ratios are compared with those 
for the country as a whole. The period covered is the years 
1919-25, and, if it may seem that this is too short for the dis- 
covery of norms and trends, it should be remembered that before 
this period there was a long banking history in the United States. 
It was, therefore, to be expected that uniformities would be 
imposed by experience on banking practice and that where they 
did not lie on the surface they could be exposed by suitable methods 
of analysis. It is also scarcely surprising that the trends and cor- 
relations discovered in the districts should be similar to one 
another, for, as Dr. Secrist points out, the twelve Federal districts 
are all connected commercially and the banks are subject to the 
same official regulation. ‘‘ The state of business changes from 
year to year—not haphazardly, but with an approach to uniformity 
the country over.” The antecedently probable fact is established 
analytically, ‘“‘ measures of general business oscillations being 
found in the fluctuations of bank debits.” : . 

Dr. Secrist says in his preface that the book “‘ is intended to be 
consulted and used rather than to be casually read.”’ Itis, therefore, 
in the first place a handbook for the practical banker. Perhaps 
British bankers do analyse gross earnings and operating expenses 
for their own information as thoroughly as Dr. Secrist has done, 
but perhaps they do not ; anyway, they publish nothing. Recently, 
however, there have been stirrings of the dry bones, and one would 
commend this volume to our financial authorities in the hope that 
they might go and, not necessarily carry out the same kinds of 
analysis, but, at least, furnish us with some more data necessary 
for the comprehension of the working of our financial system. A 
great deal of attention has been attracted by the recent publication 
in the Midland Bank Monthly Review, of the monthly ratio of 
current accounts to total current and time deposits in that Bank 
since the beginning of 1919, and there has been much speculation 
as to the significance of the declining trend from 1919 to 1929. 
Referring to Chapter IV of Dr. Secrist’s book, we find that the 
ratio of total deposits to earning assets increased over 1919-25 
both for the country as a whole and for the districts, that the 
ratio of demand deposits to earning assets trended downwards 
from 1919 to 1921 and upwards from 1921 to 1925, and that the 
ratio of demand deposits to total deposits had a downward trend 
over the whole period ; the ratios of time deposits to earning assets 
and to total deposits increased over the whole period. Chapter X 
discusses various questions of correlation of earnings and expenses 
with deposits, but the economic significance of the trends just 
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summarised is left by Dr. Secrist to others to investigate. It is 
not suggested here that Dr. Secrist’s results tend to show that there 
are peculiarities about the Midland Bank figures; they are quoted 
rather as evidence of the necessity of caution when partial figures 
are presented, or when it may be sought to draw from the com- 
parison of the British and American figures conclusions unwar- 
ranted by the evidence. For one thing, it would be necessary 
to ascertain what part savings-bank business has played in the 
growth of time deposits in American banks; the precise meaning 
of “‘ time ” deposits at different places is also important. 

It will be observed that no attempt has been made to “ review ” 
this book; to do so would require almost as much labour as its 
compilation. To indicate its scope and to show by an example 
how study of it might be useful appear to be sufficient. Further, 
no use has been made of the typed (or typed-printed) document 
thoughtfully enclosed by the publishers, and headed ‘“ Book 
Review.”’ No doubt it was intended to assist reviewers, who, as 
everyone knows, are addicted to the casual reading for which the 
author says his work is unsuited; to give verisimilitude to the 
document its account of the subject-matter stops at quite an 
early page of the book. ‘ Shockers” may require an attractive 
publisher’s notice, but this kind of circular is of no service to 
Dr. Secrist. His task was a colossal one, and the value of the book 
will depend on the use that is made of it. In commending it to 
the notice of the practical banker, the reviewer intends to take 
the author’s advice and keep the book at hand for consultation 
when the relation of banking to wider economic questions comes 


under discussion. 
Henry W. Macrosty 


Investment Trusts in America. By MarsHuatt H. WILLIams. 
(New York: Macmillan Co. 1928. Pp. 152. 6s. 6d.) 


INVESTMENT trusts have long been known in Great Britain, 
but have only become popular in the United States since the war. 
“The American investor has shown himself as fervid on this sub- 
ject as any other fad that has swept the country, and will find 
himself bewildered by organisations, called investment trusts by 
their promoters, which will take their toll of savings unless great 
care is exercised by buyers of their securities.” The author 
takes the British investment trusts as his model and aims to guide 
American investors in the choice and building up of similar 
institutions. The individual investor cannot ensure safety in his 
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investments, but the Trust, by spreading its risks over a large 
number of securities of different kinds, enlists the law of averages 
in its support. Trusts may be general, covering all kinds of 
securities, or special—that is, restricted to particular classes of 
securities, such as oil shares. The latter require less skilled manage- 
ment than the former, for the investment remains permanent 
and the revenue is distributed on the participating shares held by 
the investors. The management of a general Trust, on the other 
hand, will always endeavour to shift investments from securities 
which are at their maximum value to investments which are under- 
valued and certain to appreciate. To make these changes with 
safety requires great skill and integrity on the part of the manage- 
ment, and the employment of an expert staff which is constantly 
studying international markets in securities. The profits of 
capital appreciation should not be, and in this country are not, 
distributed to the investors, but reinvested as reserves. 

The would-be investor in Investment Trusts will find this book 
useful in deciding whether any particular Trust Company con- 
forms to sound principles. The appendices contain much useful 
information about the leading American corporations of this class. 

Henry W. Macrosty 


The Plain Man and his Money. By A. 8S. Wave. (Nisbet. 
Pp. 128. 4s. 6d.) 


Tue author of this stimulating little book advises the reader 
interested mainly in the practical aspect of the Stock Exchange 
to turn at once to Chapter V. The advice is sound, since the 
first four chapters are sure to create confusion in the mind of the 
** Plain Man ” for whom the book is written, and are irrelevant 
to the main purpose of the author. In the short space of fifty 
pages an attempt is made to elucidate the working of the foreign 
exchanges, and the reader is precipitately plunged into a cursory 
and highly controversial treatment of the financial policy of the 
Government, involving a return to the gold standard. It is 
difficult to treat the author seriously when he asserts that two 
ideals impelled the Government to expedite the return to gold: 
*“‘ one was to conciliate America by settling her debt and helping 
her to use her hoards of gold; and the other, less heroic, was 
to make our debtors abroad—those whom our investors had 
lent money to in sterling loans—pay us in terms of gold rather 
than depreciated pounds. All the bankers stressed the former 
and hid the latter; but in the City the latter was much more 
cogent than the former. One result of this policy—whether 
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right or wrong—was to give every loan which was in terms of 
pounds sterling an increasing value; as the sterling exchange 
moved up against the dollar, so did every loan in sterling rise in 
value. While the rentier took his holidays on the Riviera, the 
Bank of England and the Treasury were working for him at 
home, transferring to him values which had been built up by the 
citizen with few or no investments; taking taxation from them 
to swell the rentier’s purse.” No reference at all is made to 
questions of wider policy. The whole question is discussed in 
terms of a conspiracy between the Treasury and the banks to 
force upon the nation a policy involving her in serious loss for 
the sake of furthering their own interests and those of a relatively 
small section. 

The same attitude is shown in discussing the part played by 
the banks in connection with financial policy at home. Bankers 
will be surprised to learn that ‘“‘ one of the things which bankers 
are very dogmatic about is the necessity of keeping up a high 
income tax, in order to maintain sinking funds for the redemption 
of debt.” At the same time they ‘“‘ bargain the Government into 
a position where they must pay relatively high rates of interest 
on all new conversion loans. . . . While the advice of bankers 
has forced on the Government the heavy sinking fund responsi- 
bilities which keep up the price of their holdings, the banks have 
taken the greatest care that these prices should never rise high 
enough substantially to reduce the yield, or to make conversion 
a cheap operation at such dates as it has been possible.” In 
this way the National Debt has been increased in spite of the 
existence of a fifty millions per annum sinking fund. That is, 
they have increased their income at the expense of the taxpayers. 
In another chapter we are told that ‘‘ the rate of interest to be 
earned by money lent to trade is always better than the rate of 
interest obtainable on gilt-edged securities.” If such be the 
case, it surely follows that the banks are not likely to perpetuate 
the burdens of trade in the form of high taxes for the sake of the 
income they earn on the Government securities they hold, even 
if it be admitted that they exercise so great control over the 
Government’s financial policy. In Chapter IV a case is made out 
in favour of a fall in the rates of interest in the future. “All 
the conditions of the post-war decade were such as to decrease 
the loanable capital on the one hand and to increase the demand 
on the other .. . and in such conditions the specific rate of 
interest of our Government’s borrowing remained high”; but 
these conditions having now passed away, the “‘ compass is now 
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fairly set for a 4 per cent. rate of interest on ‘ long ’ Government 
loans.”” Here is a more reasonable explanation of the rise in 
gilt-edged securities during the past eight years, but it is hardly 
consistent with the argument in Chapter II that the rise was 
deliberately influenced by the banks. 

The more practical section of the book, dealing with Stock 
Exchange practice, should be of real value to the plain man with 
money to invest. The functions of the jobber and the broker 
are explained and useful information is given as to the methods 
of the former by which he moves prices, and thus provides an 
opportunity to the intelligent speculator. The view that “a 
man following the advice of a careful stockbroker over a number 
of investments and speculations will invariably on the average 
get a good result,’ while interesting, is not likely to meet with 
general acceptance. 

In discussing speculation the author’s advice is sound. He 
advises speculators to distrust the rumours of the dull season 
more than those of the active season, and to inform themselves 
daily of the conditions of demand and supply in the Money 
Market, within the industry as well as of the share; on the 
market. ‘ The art of investment consists in selling |:efore other 
people have seen the wisdom of doing so and in buying in advance 
of the rush of buyers.” Not the least interesting chapter is one 
in which the Long View is discussed. ‘‘ Short-view speculation 
comes very near to gambling.” Such is the get-rich-quick view, 
and is seldom profitable in the case of the small man. The long 
view invariably proves to be best on account of the fact “ that 
the Stock Exchange invariably carries price movements too far 
at both ends of the stick, and that it carries them downwards by 
bigger steps than upwards, thus giving the wise buyer much 
better opportunities of getting very cheap shares,” Investment 
Trusts are claimed to be supporters of the long view, and this 
method of investment is highly recommended, a warning being 
given against speculative financial enterprises which call them- 
selves investment trusts, and small investment trusts which offer 
much too high rates of interest. This part of the book should 
do much to enlighten the public in the science of investment, 
and at the same time warn them against the pitfalls of the share 
pusher and bucket shop. 

W, Hamiton Wuyte 
The University, 
Bristol, 
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Economic Problems: a book of selected readings. By F. R. 
FarrcHItD and R. T. Compton. (Macmillan: Pp. 610, 
12s.) 


In this collection of articles, produced by different authors and 
drawn from many sources, an attempt is made to present the 
diverse points of view taken upon some of the economic problems 
in the U.S.A. The volume is designed to enable first-year 
students of economics to get their teeth into controversial matter, 
and the hope of the authors is that such reading will give the 
student some practical examples of the operation of economic 
laws, encourage him to apply his general principles, and implant 
within him a deep suspicion of the truth of the written word. 
Regarded as a collection of documents which throw light upon the 
play of economic opinion in America, the book has interest, for 
the compilation has been made judiciously and without bias. A 
wide variety of subjects are covered, of which perhaps the agri- 
cultural depression and its remedies, the waste in industry, and 
Protection, are dealt with most completely. 

But it is seriously to be doubted whether it would be useful 
to bring such a volume into the hands of a first-year student in 
economics. There is something rather naif in the statement of the 
authors that they have only included economic problems “‘ capable 
of solution by the student through application of the general 
principles which he has already acquired.” To allow the student 
to meet the maze and apparent confusion of a dynamic economic 
world and to expect him to discriminate exactly between truth and 
untruth armed only with the frail lance of an economic theory 
bound up with assumptions of static conditions is similar to 
sending out a student of the pure principle of mechanics to fly an 
aeroplane. There is nothing to be gained by assuming that, in a 
developing society, every change can be simply explained by 
reference to economic theory or that the existing theory finds 
confirmation everywhere in the field of fact. There is much which 
perplexes even the skilled economist when he comes to study the 
working out of supply and demand in the business world, and, as 
Homan has so lucidly revealed in his Contemporary Economic 
Thought, there is a sharp and perhaps fundamental cleavage 
between the older, orthodox economists and those who are 
devoting themselves to what is now commonly termed institutional 
economics. Whilst this is so there is a good case for shielding the 
beginner from some of that uncertainty; for suggesting that 
economics has yet but a limited range or penetrative power in 
economic problems. For this reason the authors might have been 
well advised to include many more articles, similar to those by 
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Allyn A. Young and Irving Fisher, which give the student an 
example of the careful use of economic theory and a conception of 
its limitations in the solution of social problems, and to omit 
others, in which the fallacies are deeply entangled with the 
complicated processes under review, or the statements made little 


likely to be capable of test by the beginner in economics. 
University of Manchester. JOHN JEWEES 
Six English Economists. By T. F. Krtytocn. (London: Gee 
and Co. Pp. x-+ 76. 5s.) 

Every book should be judged by reference to the intention of 
the author in writing it, and herein, doubtless, lies the justification 
of writing prefaces. Mr. Kinloch’s slim volume, containing a brief 
account of six economists (Adam Smith, Malthus, Ricardo, Mill, 
Jevons and Marshall), is obviously written not merely for very 
elementary students, but also for such as may be “‘ at a distance 
from public libraries,’’ and the book is accordingly equipped with 
footnotes explaining exactly who such people as Rousseau, Pitt 
and Bacon were. To such tender-footed travellers Mr. Kinloch 
tells very simply something of the lives and the work of his six 
subjects. Nor can any one with experience doubt that there are 
students so simple that even the simplest of books may be as a 
staff in their right hand, and that notably many of our beginners 
may make wise observations regarding economic theory, and yet 
have but the vaguest (or no) idea of the conditions of the times or 
the manner of man in whose mind the theory originated. 

The type of book which Mr. Kinloch has essayed is the most 
difficult of all in which to achieve excellence; and doubtless for 
this reason no one will be quite satisfied with what he has 
produced. A considerable part of his available space is taken up 
with biography, and these pages provide a sufficiently useful back- 
ground; but the space left for the presentment of theory is too 
inadequate to allow anything of any great value to be said. And 
inevitably the vaster the subject, the more superficial is the treat- 
ment. The beginner, reading these few pages on that vast sea 
which is Adam Smith, will have but a hazy idea as to where 
Smith’s importance lay, and will very properly be left asking why 
so much fuss has been made about him. On the other hand, he 
may carry away a not unjust idea of Jevons. Mr. Kinloch also 
at times forgets the elementary nature of the audience for whom 
he is writing. The student who requires Aristotle to be explained 
in a footnote will be rather put out by the summary transcription 


from Mr. Keynes of Marshall’s eight original distinctive ideas. 
A. Gray 
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Pension and Superannuation Funds. By BERNARD ROBERTSON 
and H. Samugers. (London: Pitman and Sons. Pp. x + 
134.) ; 


Tuts volume is chiefly to be recommended to those employers 
who have in contemplation the introduction of a pension or 
superannuation scheme for their employees. Without aiming at 
any degree of precision—for it is correctly emphasised that no two 
funds can be treated as identical—and without any great degree 
of profundity, the authors draw attention to the main points 
which the initiators of such a scheme ought to keep in mind, the 
principles on which pensions ought to be based, the peculiar 
position of the existing members of the staff and the methods 
whereby the difficulties inherent in providing for a small staff may 
be overcome. All these matters are clearly put ; but at times it is 
difficult to resist the impression of a certain professional bias which 
tends to exalt a superannuation scheme into an end in itself. The 
authors rightly comment on the tendency to include in a scheme 
benefits other than benefits on retirement, of which, for example, a 
benefit on an earlier permanent breakdown in health may be taken 
as typical, and they further rightly say that such additional 
benefits cannot be had without reducing the value of the principal 


benefit. ‘‘ However much we may,” they add, “‘ from a theoretical 
point of view, deplore the grafting of these subsidiary benefits on 
to the main stem, the practice . . . is by now too deeply rooted 


to be disregarded.”’ But surely such additions, except from the 
point of view of the actuary admiring his schemes, are not properly 
to be regarded either as alternative or subsidiary benefits. They 
are, or some of them are, additions needed to give sense to the 
whole thing. The man is not wholly wise who insures himself for 
a weekly allowance on retirement at sixty-five, and who forgets 
that he may be permanently laid on his back at forty, for should 
the latter contingency occur, his efforts to insure himself will have 
damaged rather than have advantaged him. <A scheme therefore 
which compels a worker to contribute towards a pension for old 
age, and which does nothing for a man broken in middle life, is not 
merely incomplete, but is definitely a wrong scheme, and there 
need not be even a “ theoretical” deploring of its extension. 
From the practical point of view the value of this book is 
greatly enhanced by a full discussion of the legal position as 
affecting superannuation funds and an appendix containing the 


relevant Acts of Parliament. 
A. Gray 
Marischal College, 


Aberdeen. 
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Administrative Powers over Persons and Property. By Ernst 
Freunp. (University of Chicago Press. 1928. Pp. i-ix + 
620.) 

TuHE legislative regulation of economic activity is beset with 
difficulties. Economic legislation has to work with indetermin- 
ate concepts. The Legislature may wish to check ‘“‘ unreasonable 
charges, monopoly, inadequate service,” ‘‘ unfair compe- 
tition,’ ‘‘ discrimination,” etc., etc. But how can it formulate 
standards sufficiently definite to make legal control effective ? 
If these indeterminate concepts are left to administrative hand- 
ling, will a body of precedents accumulate from which they may 
emerge with legal certainty? Is it possible by a combination 
of administrative and judicial action to evolve a code of fair 
trading? Or the Legislature may try to regulate Public Utility 
Corporations. It may desire, for instance, that the Railroad 
Companies receive a fair return on the value of their property 
to the public service. But what is a fair return? What is this 
property? How is it& value to be determined ? 

Under modern conditions, a policy of legislative regulation 
involves recourse to administrative powers in order to enforce it. 
In all the industrialised countries to-day the executive depart- 
ment of government, acting in a quasi-legislative or quasi- 
judicial capacity, interferes with the conduct of the individual 
in order to promote what is alleged to be the well-being of the 
community. In the United States, for instance, the tendency 
is for Congress to vest in Administrative Commissions power 
over personal and property rights. But what is to be the relation 
of these administrative agencies to the Courts? What are the 
proper limits of administrative discretion? How is it possible 
to ensure that the public power may not be abused for the further- 
ance of private interests? How are the demands of administrative 
efficiency to be reconciled with the adequate protection of private 
rights? Will the Commissions manage “ to impress upon their 
findings that stamp of impartiality and disinterested justice 
which alone can give them weight and authority”? Will they 
succeed in answering complicated questions of economic policy 
by the method of trial from case to case with which we are familiar 
in the evolution of the Common Law ? 

Is it expedient to treat economic abuses simply as forms of 
crime? May not something more subtle, something more in the 
nature of mediation and influence, with authority merely in the 
background, be more suitable to modern conditions ? 

These are some of the questions which Professor Freund dis- 
cusses. Surveying the various powers conferred on administrative 
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agencies by the Legislatures of the United States, New York, 
Great Britain and Germany and appraising the different types of 
administrative action, Professor Freund’s monumental treatise 
is addressed primarily to legal students. It is, however, a mine 
of information for those interested in exploring the neglected 
border-land which lies between Law and Economics. 
J. LEMBERGER 
The University of Belfast. 


William Huskisson and Liberal Reform. By ALEXANDER BraDy. 
(Oxford University Press; London: Humphrey Milford. 
1928. Pp. 177. 12s. 6d.) 


Tuts book is not a biography; it is a survey of changes in 
economic policy. Primarily, it is a study of the character of 
those changes, not of the character of William Huskisson, although 
a good deal of light is shed upon the latter, as it seems naturally 
and inevitably, between the first page and the last. Around the 
figure of Huskisson the author has written an essay of con- 
siderable merit on an important late phase of the decline and 
fall of mercantilism in England. To the “general reader” 
Huskisson is known by the one dramatic incident in a life singularly 
free from dramatic incidents. The tragic circumstances of his 
death are still remembered, while his contributions to British 
economic policy a century ago, and his eminence as an early 
exponent of revenue-raising by scientific methods are in some 
danger of being forgotten. Mr. Brady’s book should alter this, 
for he devotes five of its seven chapters to a thorough discussion 
of the corn laws; the first series of ‘‘ breaches in the old com- 
mercial system ”’ (especially the felling of those “‘ flourishing oaks ” 
of British mercantilism, the navigation laws); colonial policy in 
Huskisson’s day, and the currency problem—the first important 
issue to bring out clearly ‘‘ how much of the new economic science 
Huskisson had absorbed and how ably he championed its 
principles.” In particular, Mr. Brady’s handling of the intricacies 
of trade under the piled-up provisions of numerous Navigation 
Acts deserves commendation. 

Huskisson, although a believer in thorough preliminary 
investigation and “the inevitability of gradualness,” was no 
disciple of drift. On the contrary, he was a master of the art 
of steady plodding towards a given objective. Also he knew, as 
a rule, the best route in the circumstances, and when to rally 
his whole strength for the last lap. Thus, in 1824, when the 
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landowning interests saw fit to oppose his plan for allowing 
bonded wheat to be converted into flour and returned to bond 
prior to shipment to the West Indies, he urged successfully that 
the tubs, hoops, etc. which contained the flour ‘“‘ must be formed 
of staves taken from the demesnes of English gentlemen, and 
wrought into shape by the industry of their tenantry,’’ instead 
of being made and sold at a profit by foreigners. In the following 
year, when Huskisson wished to carry the free importation of 
Canadian corn, against the fears and prejudices of the agricul- 
turists, he stressed the importance of encouraging shipping, and 
startled the House of Commons with the bogey of the commercial 
rivalry of the U.S.A. Like Adam Smith, he had an imperial 
outlook—rare in his day—and shaped his policy accordingly. 
He had learned the lesson of the American Revolution so well 
that he was never in danger of repeating the errors of the states- 
men of the preceding generation. ‘‘ England,” said he, ‘‘ cannot 
afford to be little.” : | 
Huskisson’s attachment to the doctrines of free trade was 
tempered by his leanings towards colonial preference and the 
fostering of imperial shipping. In the twenties, as Mr. Brady 
aptly remarks, ‘“‘ the sharp blade of the free trade argument . . . 
although Huskisson only used it in a crisis . . . was never far 
from his reach”; but his reluctance to grasp it in 1827-8 led 
him to support the sliding scale of corn duties—“ a very defective 
contrivance ”’ even from the British agriculturists’ point of view. 
Just as Canning held liberal views on most questions of 
national importance except parliamentary reform, so Huskisson, 
progressive as he was in other respects, became unduly alarmed 
in 1825 at the.trade unions’ powers of intimidation, which, in his 
opinion, interfered with freedom of bargaining. Huskisson sup- 
ported free trade, not free trade unions; and he went so far as 
to say that it would greatly improve Benefit Societies if ‘‘ some 
effectual mode could be devised of preventing their funds from 
being devoted to the support of mischievous combinations ”’ 
(Add. MSS. 38,745 (215)). Francis Place paints Huskisson as 
possibly hypocritical, certainly lacking in sense and honesty, and 
“courtier enough to attempt anything likely to answer his 
purpose ” (Add. MSS. 27,798; quoted by Wallas, Life of Francis 
Place, chap. viii). While Mr. Brady shows us clearly that Hus- 
kisson was anything but a rigid doctrinaire, he regards Place’s 
hostility and censure as natural but unjust, and contends that 
Huskisson’s attitude was, in fact, “‘in harmony with his general 
Liberalism.” ‘‘ Place’s criticism of Huskisson,” he says, ‘‘ was 
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a case of the kettle criticising the pot for not being a kettle,” 
for Huskisson was neither a Radical nor a social reformer. 

The first breaches having been battered in the walls of mer- 
cantilism, Mr. Brady shows us Huskisson and ‘“‘ Prosperity 
Robinson ” (afterwards Lord Goderich) as busy as strong vested 
interests and their party connections would permit at what List 
called their politico-economical jugglery, with the object of making 
more room in which British commerce and industry could expand. 
But the sharp financial panic of December 1825, and the resigna- 
tion of Huskisson and the other Canningites from Wellington’s 
administration in 1828, shelved further commercial and fiscal 
reforms for some fifteen years. 

Mr. Brady disclaims all biographical aims, but it may be 
doubted whether a biography proper could add much that is 
material to the sketch of Huskisson which he gives us in this 
book. 

ALFRED PLUMMER 
Ruskin College, 
Oxford. 


Some Contributions to the Economic History of Wales. By Evan 
J. Jonss, M.A., Lecturer in Economics, University College, 
Bangor. (London: P. S. King and Son, Ltd., Orchard House, 
Westminster. 1928. Pp. 197. 9s.) 


THE title-page of this work and the modest preface diminish 
the expectations which might be raised by the words ‘“ The 
Economic History of Wales ”’ impressed in gold on the back. It 
consists (1) of a series of essays or “ monographs ”’ on certain 
industries—including agriculture—the titles of the first five 
chapters being: I. Agriculture: A Brief Survey; II. The 
Woollen Industry in Wales; III. The Growth and Decline of the 
Iron Industry; IV. From Coal “ Patches” to Coal “ Pits”’; 
V. The Lead, Copper, Tinplate and Slate Industries of Wales; 
and (2) of four Essays dealing with certain social conditions and 
movements mainly of the first half of the nineteenth century, the 
titles being: VI. Labour Conditions and Unrest; VII. The Truck 
System; VIII. The Agitation for Political Reform; IX. Chartism 
in Wales; (3) a chapter (X) covering a longer period on The 
Shipping and Ports of Wales; and (4) an eleventh chapter with 
the heading Some Aspects of Changes in the Distribution of the 
Population. 

Finally, there is an index and a Bibliography which would be 
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more useful to later students if it were much fuller and still more 
if it were in some degree critical and of a nature to suggest the kind 
and quality of the contents of the works which are here barely 
named. This defect is partly remedied by the citations in the 
course of the work. Here, however, Mr. Jones seems to me to be 
much too grateful or generous towards his authorities, appearing 
frequently to adopt their statements and judgments rather than 
treating them as evidence for what they appear to be worth. 
One example may be given from the well-informed and interesting 
chapter on Chartism (p. 135). Here an analysis of explanation is 
quoted from the work ‘“‘ The Rise and Fall of Chartism in Mon- 
mouthshire ”’ of the character of John Frost, the author being 
unnamed and perhaps unknown. Many readers would wish to 
know what Mr. Jones thinks of this explanation and of the per- 
sonal ‘‘ equation ”’ of its author. Does he, for example, endorse 
and adopt as his own what are not manifestly more than the 
flourishes of a sprightly journalist, the references to-‘‘ a crude mass 
of political lore of which the lucubrations of Tom Paine and the 
tirades of the ‘North Briton’ seemed to have formed a large 
component part’? Mr. Jones has every right to agree with 
certain of his authorities; but his readers have also some right 
to have his reasons for doing so. 

The period covered varies considerably from chapter to chapter, 
partly from the nature of the case and partly in accordance with 
the sources available to the author. An indication of the questions 
or problems which had arisen from time to time, and which he had 
been able to resolve or compelled to abandon, would have made 
the work much more instructive and stimulating to the student. 
Mr. Jones’s wide range of subjects and his interest in general 
matters, as shown notably in his first and last chapters, give him 
an advantage over the writers of long monographs on particular 
industries, who, often against their wish or design, give the 
impression that they regard the ‘‘ development ”’ or “ prosperity ”’ 
of that industry as an end in itself. Economic and social theory 
play too modest a part in Mr. Jones’s treatment; and the fre- 
quency of this defect in historical work makes his manifestation 
of it not less regrettable, though more excusable. 

Except in expressly quoting authorities, I think that Mr. Jones 
should give the modern spelling of place-names, and I would 
include emphatically the modern Welsh spelling, especially when 
it has come into general use ; for example, Lwchwr for Llwchwr is 
perhaps a mere misprint—(p. 69), Panteg, not Panteague. A 
difficult problem, again, which Mr. Jones has not entirely solved 
No. 154.—voL. XxxXIx. U 
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is that of making narratives involving reference to places, easy for 
a stranger to those places to follow. 

At his best, and when authorities'do not overwhelm him, 
Mr. Jones writes well, and there are many parts of his work which 
I would recommend to students as thoughtful and wholesome in a 
high degree. I am particularly pleased with the last chapter, 
though not, of course, equally with every statement contained in 
it. It awakens or sustains the hope that an economic history of 
Wales will come, and that it will increase the intellectual resource 


and mastery of those who study it. 
W. J. RoBERTs 


University College, 
Cardiff. 


The Beginnings of Local Taxation in Madras Presidency. By M. 
VENKATARANGAIYA, M.A., Andhra University Series, No. 1. 
(Longmans, Green & Co. 1928. Pp. xii+ 107. Rs. 3.) 


Tuts little book is the first instalment of an important work 
on Local Government in Madras Presidency contemplated by the 
author. It covers the legislation of the period 1863-71, by which 
the existing local governing institutions were initiated in forms 
which have had to undergo much modification and development 
since. It should be followed later not only by volumes tracing 
the course of that later development, but also by one or more 
tracing the relationship between the new institutions and the 
earlier ones of native growth which they partly supplemented and 
partly displaced. 

Mr. Venkatarangaiya shows that the main motive prompting 
the Central Government in the legislation which he discusses was 
its need of supplementing its financial resources. The Indian 
revenue was extraordinarily inelastic. Excise produced only 
some £2,000,000 per annum, being limited by the religious ban on 
alcohol; Customs, with Lancashire insisting on free imports 
into India, but little more; income taxes were found difficult, 
unpopular and unsatisfactory, and India was not ripe for death 
duties. A considerable taxable surplus existed in the unearned 
incomes of idle landowners like the zemindars of Bengal, but these 
were guarded by Permanent Settlement, the evil legacy of 
Francis’ hate of Warren Hastings. On the other hand, increased 
expenditure was imperative. The Mutiny had doubled the debt. 
True, the military reforms it brought about were effected without 
any addition to the military expenditure, the cost of increased 
pay to all ranks, improved barracks, and a small addition to the 
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British troops being more than covered by the great reduction in 
the total numbers. But with the coming of Crown government 
a levelling up of the standard of administrative efficiency was 
demanded; and the urgency of the need for road-making, exten- 
sion of railways, irrigation canals, postal and telegraph facilities, 
to say nothing of larger provision for education and of a beginning 
of urban sanitation, had to be recognised. 

In these circumstances efforts at decentralising finance and, in 
consequence, administration also, appeared the only possible 
solution, and the creation of municipalities for even small towns 
and large villages of 5,000 population and upwards was attempted. 
Naturally, if perhaps unfortunately, the type of institution created 
followed German rather than British lines, services to be under- 
taken by the local authority being mainly compulsory. There was 
also much fear that the inhabitants of the municipalised areas 
would cling to old abuses rather than welcome novel and expensive 
improvements, and so recruitment of local councils was by 
nomination rather than by election, and all activities were rigidly 
controlled by the officers of the Imperial services. 

Mr. Venkatarangaiya has told his story so far lucidly and with 
obvious care for accuracy and impartiality, and this first instal- 
ment warrants the hope that his whole plan will in due time be 
executed completely. Mr. C. Ramalinga Reddy, the Vice- 
Chancellor of the Andhra University, who supplies an introduc- 
tion, calls this volume “ our first tiny flower for India’s culture 
garland.”’ The creation of the Andhra University is the outcome 
of the union of the aspiration for cultural advance in the Andhra 
(Telugu-speaking) country, which produced the village libraries 
movement, and the literary and dramatic revivals of the years 
before the war, with the vigorous political movement which created 
the powerful Non-Brahmin party. 

In financial resources it is possibly the smallest and weakest, 
as well as the youngest, of the universities within the British 
federation, and Mr. Reddy and his syndicate are to be con- 
gratulated on their courage and wisdom in embarking immediately 
on the policy of publishing sound and useful works, without 
aiming at too ambitious a standard. The great deltas of the 
Krishna and Godavari, where Arthur Cotton first showed the 
world what scientific canal irrigation is and can do, form one of 
the most hopeful districts of India, one which breeds young men 
with generous instincts, ready to respond to enlightened leader- 
ship, and of this fact the Vice-Chancellor of the Andhra University 
is fully aware. G. SLATER 

U2 





NOTES AND MEMORANDA 


UNCERTAINTY-BEARING AND THE INCOME-TAX 


§ 1. THE present paper proposes to inquire into the ‘‘ announce- 
ment effects ” 1 of different schemes of income taxation on the 
distribution of productive resources between safe and risky 
investments. 

The basic idea of this analysis is the ranging of uncertainty- 
bearing among the factors of production—much in the manner 
suggested by Professor Pigou in Appendix I to his Economics of 
Welfare—and assigning to it a marginal productivity of its own. 
Since exposing a certain amount of wealth to a certain risk must 
be held to involve a specific disutility apart from the abstinence 
involved in parting with immediate consumption, we may expect 
that investors in general will be prepared to undertake “ pro- 
ductive uncertainty-bearing ’’ only when offered the prospect of 
a higher average reward from risky investments than from safe 
ones.? 


Taking the disutility of uncertainty-bearing into account, it 
may be laid down that there is a certain point up to which the 
taking of certain risks will increase the national dividend. Thus, 
from the point of view of maximising the national dividend, 
there is an ideal distribution of productive resources between 
occupations of different degrees of safety. 


§ 2. To start with, the effect of a strictly proportionate 
income-tax will be considered. 

Suppose the normal mind is represented by a person equally 
willing to invest a certain amount of capital for a sequel of years 
in some perfectly safe manner, yielding an annual revenue of 
5 per cent., and in an enterprise where it is exposed to an equal 
chance of an 8 per cent. loss and a 20 per cent. gain in any one 
year. j 

What, now, will be the effect of a 10 per cent. income-tax ? 

The safe investment will yield a revenue of 4-5 per cent., and 
the risky one will give, in one of the fat years, a net revenue of 

1 This expression was borrowed from Professor Pigou’s Study in Public 


Finance, p. 73 et passim. 
2 Pigou, Hconomics of Welfare, 2nd ed., p. 730, footnote. 
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18 per cent. But the loss in one of the lean years will still be 
8 per cent., and the annual average, therefore, will now be no 
more than 5 per cent. The premium of 1 per cent. for the riskier 
investment is thus reduced to -5 per cent., and in all probability 
this smaller premium will cause a smaller part of the annual flow 
of capital to go into risky undertakings. And the effect of this is 
necessarily a lessening of the national dividend. 

If the proportionate income-tax were fixed at 20 per cent., 
both investments would yield the same average net revenue of 
4 per cent., and no extra reward would be had for the trouble of 
taking the risk in question. If the rate were as high as 30 per 
cent., the premium would be changed into an actual fine, the safe 
investment yielding an annual revenue of 3-5 per cent., the risky 
one 3 per cent. on an average. In this case, taxation would have 
changed a productive uncertainty into a pure gambler’s risk, and 
we may assume that next to nobody would care to run it. 


§ 3. It will be observed, however, that the reasoning of the 
previous section holds good only of risks implying a net loss in 
any one year. It is improbable that this is a very common type 
of business risk. And as soon as the choice is between a small net 
gain and a large one, say 2 per cent. and 10 per cent. per annum, 
a proportionate income-tax will inflict a cut in the reward of 
uncertainty-bearing no larger than that to which all incomes will 
be subject. : 

But if there is an exemption limit, incomes below which are 
not touched by taxation, a proportionate tax may differentiate 
against risky investments in a larger number of cases. Suppose 
the sum of money to be invested is £4,000, the annual revenue of 
the safe investment being £200. The risky investment, we shall 
suppose, yields £80 in one of the lean years and £400 in one of the 
fat years. If incomes below £160 are exempt from income-tax, 
a 10 per cent. tax on all income above this limit will take £4 off 
the income derived from the safe investment, but £24 off that of 
the risky one in every fat year, leaving the lean year revenue of 
the risky investment tax-free. Since we have assumed the chances 
of the latter to be of the fifty-fifty variety, the average annual 
tax-burden in this case will be three times as high as in the case 
of the safe investment. Thus, while if there were no income-tax 
the safe investment would yield 5 per cent. and the risky one 
6 per cent. annually, these percentages will be reduced by a 
10 per cent. income-tax to 4-9 per cent. and 5-7 per cent. respec- 
tively, reducing the reward of uncertainty-bearing from 1 per 
cent. to -8 per cent. 
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§ 4. The next step is to inquire how a progressive tax will 
work in respect of differentiation against uncertainty-bearing. 
The type of tax we shall have to consider is one under which 
different parts of the same individual income are taxed at different 
rates. One rate, e.g., will be applied to the part of income below 
£160, another one to the part between £160 and £500, and still 
another one to the part between £500 and £900, etc.! In this 
case differentiation will take place as soon as the fluctuation of 
incomes from the risky investment is large enough to place the 
income of different years in different income classes. If the 
incomes in question belong to adjacent classes, e.g. to the £160- 
£500 and the £500-£900 class, this is obvious. But the same thing 
will be true even of incomes belonging to classes separated by one 
or more classes. For it will mean that one part of the fat year 
income will be subject to a higher tax rate than if incomes of 
different years had been less dispersed around the average, while 
no income is subject to a lower tax rate than it would be in case 
of a smaller dispersion.” 


§ 5. The preceding analysis has given the answer to the 
question how these several systems of income taxation compare in 
respect of the degree of differentiation against uncertainty-bearing 


they imply. 

(1) A strictly proportionate tax will differentiate only in the 
case of very risky undertakings, so risky as to involve the prob- 
ability of a net loss in any one year. 

(2) Introducing an exemption limit into a proportionate tax 
system means extending differentiation to all cases where the 
income of any one year is so small as not to exceed the exemption 
limit. 

(3) A progressive tax means differentiation in all cases where 
the incomes of different years fall inside different income classes 
under the taxing scheme. 

There remains one question to be answered : What alterations 
inside one of these tax systems will increase or diminish differentia- 
tion against uncertainty-bearing ? 

In answering this question we have to distinguish between 

1 A progressive tax of a type subjecting the bulk of an individual income to 
a higher rate of tax, should it exceed a certain amount, than that applied to the 
bulk of an income not attaining this limit, may be ruled out, since its announce- 
ment effects would render it impracticable. 

2 If a scheme of the type described in the above footnote were practicable, 
the higher tax on the higher income might be compensated by the correspondingly 


lower tax on the lower income in such a way that no differentiation whatever 
would take place. 
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two ways of increasing and diminishing differentiation, viz. as 
regards intensity and extensity of differentiation. 

(1) If the rate of a proportionate tax is raised, this will 
intensify differentiation ; it will increase it in the cases where it 
exists already. But no raising of rates can extend differentiation 
to comprise a larger number of cases. 

(2) If the rate of a proportionate tax with an exemption limit 
is raised, differentiation will be intensified. And if the exemption 
limit is raised, differentiation will be extended to cases where it 
did not exist before. 

(3) A progressive tax will differentiate in a larger number of 
cases, the narrower the limits of the different income classes. 
And differentiation will become more intense the steeper the 


progressiveness of the tax rates. 
Sven Auman 


Gothenburg, Sweden. 


- 





LARGE-SCALE PRODUCTION 


Note on Proressor Youna’s ARTICLE ON INCREASING RETURNS 
AND Economic PROGRESS 


ProFEssoR YounG derives from Adam Smith’s dictum re- 
garding the limit of division of labour the implication that 
division of labour begets division of labour. In the same way, 
taking an inclusive view of the producing-consuming organism, it 
can be shown that large production begets large production; or 
that in dealing with the limits of large production an important 
consideration is the amount of that large production. The 
elusive optimum productivity might herereceive some illumination, 
and we may also be afforded some glimpse behind the scenes 
of the law of concentration that Gide takes so much pains with. 
For this law takes the form not merely of intension, but also of 
extension : much can be ascribed not just to the intension of wants 
or types of industrial organisation, but also to the extension of the 
principle of mass production to “‘ non-concentrated ” organisations 
and to wants whose satisfaction is not a priori susceptible to such 
production. Mass production is contagious. The gravamen is 
that the more one organises on a large scale the more one wants to 
and may be needs to. 

The a priori nature of the older economic analyses made of 
large-scale production the contribution of a static solution to meet 
a static situation in the same way as it made profits and interest 
to consist in a static periodic surplus. But the relevance of 





292 THE ECONOMIC JOURNAL [JUNE 


large-scale production is in its growth and not in its design. The 
attempt to cut out the two and paste them in a scrap-book 
distorts the whole matter. Large-scale production is but one 
aspect of economic inter-relationships and is symptomatic rather 
than original. 

The fundament of large production is that men have wants in 
common together with common ways of regarding the satisfaction 
of these wants. I not only want shoes, but shoes of a particular 
pattern. If there are thousands of others like me, then large 
production is possible and, under a régime of tentative pushings, 
almost inevitable. And the movement gains impetus of itself. 
There is a whole gamut of wants that men have ex natura, the 
manner of whose satisfaction would appear to remain largely a 
matter of indifference. But the common wants are, in each 
individual, melted into peculiarities to synchronise with whole 
realms of zsthetics, hopes and hard “artificial” necessities. 
Consequently the whole possibility of large production will depend 
upon the presence in individuals of common tracts of opinion and 
outlook. It is opinion working a want that moulds a want, as any 
approach to a theory of prices will evince. 

It is the expectation of satisfaction allied to an opined method 
of obtaining it which moves demand. In so far as demand 
manifests itself it is in relation to some fixed commodity or type 
of commodity, and between the expectation of some utilitarian 
“grace”? and its fulfilment stands the ‘‘sacrament” of the 
commodity. The grace determines the sacrament. Equally true 
is it that the sacrament gives form and determination to the grace. 
When, therefore, people have wants in common it is no necessary 
criterion of the possibility of mass production. Ere that arrives 
we must have a coincidence of sacrament. We must not only 
all want arrow-heads, but arrow-heads as made by warrior A. 
Not even our common mother-nature-wants necessarily garb all 
individuals alike. 

The effect of men living together is twofold. Mother-nature- 
wants tend to be moulded to fit a common groove of expression, in 
many cases comparatively easilyaccomplished. With this together- 
ness arises, further, a modification of our wants themselves 
together with their amplification by wants in common and already 
commonly expressed. Individuals pool their notions of worth- 
whileness. Social life demands a certain commonness, whether 
as an inexorable compromise, a happy coincidence of notions or 
a willing subjection. It is, further, the medium of additional 
wants. Not all of these are necessarily ab initio common and 
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commonly expressed. Side by side with an increasing standard- 
isation of grace and sacrament grows a maze of multi-various 
“luxuries”? and means of intenser living—offerings to the 
uniqueness of the individual. 

We would confine ourselves here to the province of standardisa- 
tion as affected by the coming together of people. This coming 
together is an aspect of population, of transport development and 
(by no means the least) of the increased spreading and infiltration 
of ideas. Grouped in associations, men increasingly rub shoulders, 
and the exigence of a common basis of living spreads to more 
intimate and extensive tracts of the individuality. Individualities 
and localisms are sunk in a larger pool of national and international, 
social and economic associations. In these associations men are 
moulded to particular patterns, and themselves, in terms of the 
grouping of power, design or amend that pattern, So taught and 
teaching, moulded and moulding, men strike out standardised 
demands for government, for no more war, for boots and for coal. 
So grouped and habitualised, men come to common opinions on 
organisation, on loving and on chicken-breeding. 

Given a measure of large production, that measure becomes a 
dominant tint in the social picture. It becomes a part of the very 
nature of individuals to accept its implications. The accom- 
modation of their spirits to the structure which gives them liveli- 
hood makes this measure of standardisation inevitable and even 
good. The stature of the standardised commodity appears 
expedient and then worthwhile. This remains so as long as the 
system of mass production implied ‘‘ works”’ or “ pays.’’ Thereby 
a firm standardised rivet is hammered into the individual. His 
accommodating himself to others is consequently facilitated, 
whether as regards the institutions of production or in the demand 
in common for specific goods. That is, the increase in the 
individuals of standardised tracts of opinion or notions of worth- 
whileness is expedited. No amount of bitter invective can over- 
come the fact that a large trust or cartel, to have developed, must 
have been cpt and potentially workable, and becomes in conse- 
quence an intimate part of that economic structure which results 
in wages as they are, commodities as they are, and wants and 
satisfactions as they are. 

Nor does this standardisation necessarily imply ‘‘ rationalisa- 
tion.” It is not rational nor does it work a priori. An economic 
system which found large measures of its inception in the hands of 
a philosophic midwife who relegated to each individual the working 
out of his own happiness, now works on the basis of an habitual and 
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standardised faith on the part of the individual in others. Large 
production, as Professor Young points out, is by no means 
necessarily Mussolini work. The production of a Gothic cathedral 
was not the work of a master mind so much as the habitualised 
co-ordination of the work of generations and groups of workers 
bound together by large-scale thought-habits and standardised 
esthetics and constructional theories. Each did his part in the 
scheme of a whole which itself was the expression not of some 
architectural entrepreneur, but the group consciousness—that is, 
the standardised common basis of living of those concerned in the 
product and wrought throughout the togetherness of many 
generations. Large production necessarily implying a dictator is a 
conclusion based on the old static conception of the entrepreneur, 
the great leviathan, who arranges and disposes. The great 
leviathan actually is society, which erupts from time to time in 
singular foci of power and density in the aptness of certain 
individuals to interpret and dominate in particular spheres. These 
men are themselves but a part of the whole organism. An in- 
dustrial unit, by remaining organised on a comparatively small 
scale, does not lose thereby the possibilities of large production—it 
may even be pushed toit. Anincrease in the standardised demand 
for its goods, together with standardised notions of individual 
organisation and the habitual togetherness of parts of an industry 
(perhaps to be considered best as an organic relationship), would 
lead to, and does lead to, its taking a part in producing analogous 
to the wood-carver producing Ulm Cathedral. 

Appetite comes with eating. In the living together of people 
man pools his energies as a rule of efficient economy. This 
enhances the possibility of common bases of worthwhileness and 
therefore breaks the way towards mass production. Mass pro- 
duction is a social effort which, while relying upon the con- 
centrated nature of society, itself concentrates society. It is an 
aspect of the producer-consumer organism, and actual or 
“ rational” dictators of organisation can only find place in the 
workability of this organism. This particular development is not 
@ priori necessary, although no final conclusion as to this, as to 
the optimum efficiency or a maximum rate of progress can be given 
at the present stage of expert analysis. 

W. L. KENDALL 

University of Sheffield. 
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OFFICIAL PAPERS 


Final Report of the Committee on Industry and Trade. (The 
Balfour Committee.) (Cmd. 3282. 5s. 6d.) 


THis volume concludes, largely by way of summary, what is 
probably the widest survey yet undertaken of British industrial 
and commercial conditions and prospects. In six previous 
volumes the Committee has supplied, from the archives of Depart- 
ments and its own deliberations, a mass of information so great 
and varied that, even with the aid of valuable introductory 
reviews, it can be only gradually absorbed as material for verifi- 
cation or criticism of economic theory. It is a tribute to the 
value of their labours that 22,000 copies have been sold, and that 
the demand continues. They suggest, in this volume, the further 
issue of selected parts by different Departments. I think, how- 
ever, that the public, the industrial community, and economic 
students will be willing to call “‘ enough ”’; and that only because 
this volume presents, with sufficient brevity for so extensive a 
survey, the final outcome of facts and conclusions. 

A number of different reforms might, after such an inquiry, 
be pointed out as advisable here and there, to be taken up by 
one authority or another, public or private, from the side of 
capital or of labour; but the conclusion which is reached is a 
general one, calling for a more active grasp and anticipation of 
influences partly due to the war, partly to the fullness of time 
and maturity of development, and therefore for a revision of 
attitude and outlook. This is especially the case with the forces 
which in part make for and in part call for the spirit of com- 
bination; and the most pointed conclusion that is drawn is in 
relation to ‘‘ reconditioning ”’ or rationalisation, as applied both 
to organising technique and the relationships of labour and 
capital. 

This confirms the general movement of economic thinking in 
the nineteenth century, which has had to re-think the problems of 
monopoly, under the pressure of historical evolution. Disappointed 
in competition, though not quite off with the old love, it is 
making up to a rival who has some of the admired features, but 
seems to be more dependable in her ways. A majority of the 
Committee think her authoritativeness not dangerous, if combined 
with British character. In other words, they do not think that 
any special Tribunal is required in this country to supervise the 
monopolist tendencies of rationalised industry. Nor are they in 
favour of the suggestion to register as ‘‘ Public Corporations,” 
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under certain conditions, businesses which have attained a certain 
size. A minority regard such a position as unstable; the argu- 
ment is unsettled, and no one would prophesy how it will stand 
in another decade. 

Partly dependent on this is the recommendation for publicity 
of data. Beyond that which will be required for the observation 
of the use made of their position by combines and protected 
industries, the Committee desire a regular annual publication of 
some of the fundamental indices of industrial activity and welfare, 
with a five-yearly comparison and analysis. 

The reference of the Committee was to the export trade, 
though it is obvious that exporting power is involved with 
efficiency as a whole. Perhaps the main special conclusion on 
their reference is that, where an industry sells through merchants, 
manufacturers should not thereby consider themselves absolved 
from visiting their own markets, partly to estimate intermediate 
costs, partly to know what is going on. A greater control from 
the manufacturing end, in such industries, has often been urged 
as a safeguard against variations in style which are attractive to 
merchants, but often cause excessive fluctuations in industry. 
The Committee note a tendency towards increase in direct selling ; 
and think there is scope for a measure of joint selling in export 
trade. The U.S.A. has shown that the measure is very con- 
siderable. 

The greatest problems on the labour side are mobility and 
demarcation, and on the latter the Committee speak very strongly, 
in view especially of post-war conditions. They do not think 
that insurance against unemployment has increased the evil, and 
find that the United States has not been appreciably better off 
in that way than ourselves. They do not support Family Allow- 
ances, or regard Profit-Sharing as applicable to the unsheltered 
trades. They are strong for the maintenance of the voluntary 
principle in industrial relations, which means the rejection of the 
plan to give compulsory powers (with one exception) to Joint 
Industrial Councils. And they are doubtful if a National Indus- 
trial Council will serve a useful purpose, holding that annual 
conferences would be sufficient. 

Both because of the nature of their reference, and of the 
accidental way in which our recent tariff policy has been framed, 
the conclusions of the Committee in the first and last sections 
are of special interest. It is suspicious to find this general 
approval of a status quo which has been arrived at casually. 
Though they endorse the findings of the Geneva Conference that 
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tariffs have gone too far, the force of this is diminished by their 
defence (from which a minority dissents) of all our own new 
tendencies towards protection. Our “national type” of tariff 
they define as one based on revenue, preference and defence. 
They reject such elements in other types as retaliation, bargaining 
tariffs, and tariffs based on differential labour costs. Nothing is 
left for other types except the *‘ strengthening of the position of 
the manufacturer in the home market,” as to which they hold 
there is no conclusive body of doctrine, and no conclusive evidence 
to be drawn from the recent history of our protected industries. 
If this is so, it must be open to doubt whether the Geneva Con- 
ference was right. In reply to a minority who desire to sweep 
away the Key Industry and Safeguarding duties, the Committee 
changes its ground to the desirability of a stable tariff policy. 
This is valid only within the condition that the policy is economic- 
ally sound, and is not a reply to an analysis of unsoundness. 
And the defence of the status quo is carried very far when, having 
argued at some length that it is ‘‘ neither defensible in theory 
nor feasible in practice to frame our tariff policy with the object 
of neutralising international differences in labour costs,” they 
advise that the Safeguarding Committees should “in any revised 
procedure have unfettered discretion as to the weight to be 
given to this factor in any particular case.”’ 

The conclusions of an important Minority (on the general 
findings) is that the whole task of reconstruction requires a more 
extensive public control, focussed in two bodies: a National 
Economic Committee, whose instruments would be the scientific 
use of economic knowledge in forming general policy and publicity ; 
and a National Employment and Development Board, which 
would be the Executive of that policy. This conforms with the 
conclusions of other recent inquiries into national industry, and 
the argument of the Final Report is in many ways so tentative 
that such a proposal cannot be excluded as extreme. 

D. H. Macerecor 





OBITUARY 
Proressor ALLYN A. YOUNG 


Autyn Apspott Young, Professor of Political Economy in the 
University of London, died suddenly at Kensington in the early 
morning of March 8, 1929, from an attack of pneumonia, super- 
vening upon what appeared to be merely a mild case of influenza. 
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By his death on alien soil at the early age of fifty-two, a great 
career was brought to a tragic end, and high adventure sealed with 
the impress of disaster. For Young, though in so many respects 
the antithesis of the “typical American,” as the Englishman 
unfamiliar with the United States is tempted by tradition, fiction 
and the film to sum him up, possessed at least one American 
characteristic—a willingness to risk translation to new surround- 
ings and new tasks which took him first from the Middle West to 
California, thence to the two great Eastern Universities of Cornell 
and Harvard, and finally to London and to his death. Called 
upon, the first American to hold a Chair of Economics in an 
English University, to follow one of the most trenchant, brilliant 
and original of living economists, Young succeeded in the short 
space of eighteen months in grafting upon the living tree of 
London economics his own characteristic outlook, helped in 
this, as in his relations with colleagues and students, by a unique 
combination of personal charm, profound scholarship and an 
almost embarrassing modesty so far as his own achievements were 
concerned. 

Born in the Middle West, of New England parents of pure 
British descent, Young was educated at Middle Western institu- 
tions, taking his doctor’s degree at Wisconsin. He did not at 
first adopt an academic career, but, once started, he enjoyed an 
extraordinarily wide experience, holding chairs successively at 
Leland Stanford, at Washington, at Cornell and at Harvard, 
leaving the last University in 1927 to succeed Prof. Cannan at the 
London School of Economics. It may be doubted whether he 
would ever have stayed in London permanently. Harvard never 
ceased to hope that he would return, and his great reputation 
resulted in his receiving an almost embarrassing succession of offers 
from other institutions. At the time of his death, indeed, he was 
facing what he himself regarded as the most difficult decision of his 
career—-whether to return to Harvard at the end of the three 
years for which he had pledged himself to London, or to accept 
a princely offer from Chicago, which would have afforded him the 
leisure for that systematic writing to which he had only very 
recently felt himself impelled. He had, in fact, in the last few 
months begun work upon a systematic treatise on economic theory 
and had resumed the writing of the work upon monetary theory 
which he had begun at Harvard. 

For such systematic writing Young was admirably equipped 
both on the intellectual and the practical sides, and if the world 
has been robbed by his premature death of works which might 
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permanently have enriched the science, the fault perhaps lies in 
certain defects of temperament. No one who was brought into 
contact with Young could fail to be struck with his perfectly 
astonishing range of knowledge, which was not in any way confined 
to those technical disciplines which fall within the somewhat loose 
confines of economic science. He seemed as much at home in 
the fields of pure mathematics, general scientific methodology, 
metaphysics and political science and ethics, as in the fields of 
statistics and mathematical economics, the history of economic 
doctrine and the more specialised aspects of international trade 
and money. His practical experiences of men and things had 
also been very wide : he had been associated with the work of the 
U.S. Bureau of the Census and the problems of the American 
fiscal authorities, had been head of the Economic Section of the 
American peace delegation at Versailles, and had worked with 
Jeremiah Smith in Hungary, serving later also on the Consultative 
Committee of the League of Nations. He was an honoured 
collaborator in the work of the Harvard Economic Service and 
had been in close touch with the problems and the authorities of 
the Federal Reserve System from its very earliest days. Seldom, 
indeed, can it have happened that so catholic and scholarly a 
mind should have had so many opportunities of enriching itself by 
contact with practical problems and with eminent personalities 
in the world of events. 

The experiences were too wide, the stimuli too many, when 
combined with Young’s personal qualities, to make systematic 
writing easy. It would be the grossest injustice to his memory to 
suggest that he was unable to make up his mind : the trouble was 
that he was unable to concentrate his interests and to confine 
himself for any length of time to a single range of problems. A 
passion for thoroughness would drive him on to explore every 
inch of the field in which he was for the time being interested : he 
was always convinced that economic truth was not the monopoly 
of a single school or way of thinking, and that the first duty of a 
teacher and thinker was to see the strong points in every presen- 
tation of a point of view. Such an attitude of mind, combined 
with great personal modesty, made for unsystematic writing : 
for scattered papers and articles and not for a comprehensive 
treatise. In many respects he resembled Edgeworth, for whose 
work he felt a growing admiration; and if Young’s work is ever 
collected, it will be seen that, like Edgeworth’s, it amounts in 
sum to a very considerable and impressive achievement. Mean- 
while there are available the selection from his published papers 
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which was issued under the title of Economic Problems, New and 
Old in 1927, and the invaluable technical compilation, the Analysis 
of Banking Statistics for the United States which the Harvard 
University Press produced in 1928: a permanent contribution 
to its subject and at the same time a witness to Young’s interest 
in the practical problems of banking and currency. In the realm 
of pure theory, Young was moving towards a new mental orienta- 
tion : the detailed minor problems which had hitherto interested 
him were beginning to recede and were making for a new synthesis : 
under the inspiration of Cournot and Pareto—and among the 
younger generation of Dr. Sraffa—he was inclined to regard the 
treatment of specific problems, “‘ other things remaining the same,”’ 
as definitely wrong. 

The very qualities which made it difficult for Young to under- 
take systematic writing made him a great teacher and colleague. 
Until one had come into personal contact with him, it was not easy 
to understand precisely how his great influence in the American 
economic and academic world had arisen; these difficulties 
vanished on acquaintance. Allied to a massive and vigorous 
frame, a most imposing and attractive cast of countenance, was a 
charm of manner and an easiness of bearing which made it possible 
at once to enter into friendly relations : and Young understood, as 
all great teachers do, the art of bridging the gulf which differences 
of age and of reputation set up between the master and the pupil. 
He was easily—in his own interest all too easily—accessible both 
to his own students and to his colleagues, and was at all times 
ready to put his extraordinary stores of knowledge at the disposal 
of anyone who sought his advice: with the result that probably 
no living economist has had as much influence as Young had 
through the spoken, rather than the written word. And so, 
though he founded no school and has left no single outstanding 
achievement behind him, Young nevertheless has profoundly 
influenced the present temper of economic thought in the United 
States, through the impress of his striking personality and hard 
thinking on the minds and hearts of the young economists who 
flocked to him at Cornell and still more, at Harvard. 

For Harvard and for Harvard men Young had an affection and 
an interest which reflected the deepest impulses of an essentially 
generous nature. He came to Harvard in early middle-age, at the 
very height of his powers, and the glamour and the traditions of 
the greatest of American Universities stimulated and warmed 
him as, one imagines, no other influence had previously done. 
Only those who knew him at Harvard can appreciate the com- 
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pliment he paid the English world of learning when he accepted 
the Chair of Political Economy in London, for in many ways 
he occupied an absolutely unique position among professional 
American economists. For an English Chair he possessed many 
qualifications, chief among them being a profound knowledge and 
appreciation of the English classical economists: his interest in 
monetary and international trade problems had led him to a close 
study of Ricardo, while for J. S. Mill’s work he had a sympathy 
which is now rare. An English environment suited him, and he 
appreciated to the full such honours as his colleagues could bestow 
on him : honorary membership of the Political Economy Club and 
the Presidency of Section F of the British Association. His 
relations with his colleagues were of the happiest kind, and he 
had thrown himself heart and soul into the life of the London 
School of Economics, for whose further development, especially 
as a centre of post-graduate economic teaching, he nourished 
ambitious plans. : ‘ 

Young married in 1904: his wife and son survive him. His 
English friends, and not only those whose privilege it was to enjoy 
their gracious and easy hospitality at Harvard and in London, 
will desire to extend their sympathy to Mrs. Young and her family. 
A large and impressive congregation assembled at the Memorial 
Service at the Church of St. Clement Danes on March 11 to do 
honour to his memory; economic scholarship has lost one of its 
masters and the great cause of Anglo-American friendship one of 


its most powerful supporters. 
T. E. GREGory 





Sir R. Henry Rew 


THE death, <n April 7th, at the age of seventy, of Sir Henry 
Rew removed «ne who, both in his official career and in the 
possession of certain almost unique attributes, may be likened to 
another illustrious ‘“‘ Rural Economist ’’—Arthur Young. The 
suitability of each to his ultimate calling was first demonstrated 
in the capacity of outdoor “‘ Reporter.”” Young’s articles upon 
the state of Agriculture, investigated county by county, brought 
him, at the age of fifty-two, to London in the capacity of Secretary 
to the newly-formed Board of Agriculture; Rew, also in middle 
life, entered the Department of State bearing the same title as a 
direct result of the work he had so ably carried through as an 
Assistant Commissioner to the Royal Commission on Agriculture. 
Prior to this he had been in turn Secretary to a Breed Society, 
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to the Central Chamber of Agriculture and to the Local Taxation 
Committee. Anyone who has read his Reports to the Commission, 
e.g. those relating to the counties of Norfolk and Dorset, will 
agree that he possessed to a remarkable extent the ability to 
describe accurately and in a manner to compel interest all the 
many factors that range themselves under the term “rural 
economy.” Thus, such diverse subjects as price levels and 
purchasing power, bimetallism, land-tenure, taxation and trans- 
port all figured in his reviews; he possessed, moreover, very 
considerable knowledge of farming practices in different parts 
of the country. Thus admirably equipped, it was inevitable 
that his subsequent career should have been that of a highly 
successful Civil servant. At first in charge of the Statistical 
Branch of the Board, where he fostered and developed the already 
remarkable series of returns, he was, in 1906, promoted Assistant 
Secretary, a post which carried the supervision of such, to him, 
congenial undertakings as tithe, enclosures and commons, involv- 
ing, too, much more of human and economic interest than is 
conveyed by the official titles. The war inevitably brought to 
him numerous obligations. A preliminary Census of food supplies 
was one of his first undertakings; thereafter, he was successively 
Secretary to the Ministry of Food, Chairman of the Grain Supplies 
Committee, of the Allies’ Wheat-purchasing Committee, a 
Member of the Royal Commission on Wheat Supplies and, finally, 
Deputy-Chairman of the original Agricultural Wages Board, 
where the administration of a principle entirely foreign to agri- 
culture involved delicate handling. It is undoubtedly true that 
the work of all these war-time bodies concerned with the supply 
and control of labour, land and food (human and animal, home- 
produced or imported) was greatly facilitated, and in some cases 
only made feasible, by the adequacy of the statistical information 
that had, in times of peace, been collected on Rew’s initiative. 
Appointed a C.B. in 1912, he was created K.C.B. four years 
later. In 1921 he retired from the Civil Service. Unofficially, 
his interests were mainly statistical, and, in this connection, it is 
perhaps noteworthy that his name never appeared in the pages 
of this JouRNAL, either in the capacity of contributor or reviewer, 
although his own writings were frequently of an economic 
character, and, as such, were the subject of flattering notices 
by other persons. He was the author of a valuable text-book, 
entitled A Primer of Agricultural Economics, and in both the 
Story of the Agricultural Club and his Agricultural Faggot he wrote 
with discernment and ability upon the historical, social and 
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economic aspects of agriculture. For nearly twenty years he 
was Honorary Secretary of the Royal Statistical Society; he 
received the Guy medal of that body in 1905, and was its President 
in 1920-2. His technical knowledge safeguarded the official 
agricultural statistics from any dangers that threatened without 
the Board, and within it he was able progressively to increase 
their value, while his prefaces to their annual presentation in 
type were models of what such interpretations should be. The 
Agricultural Club (an unofficial offshoot of the Wages Board), 
Section ‘‘ M ” of the British Association and, finally, the recently 
formed Agricultural Economics Society, of which he was President 
last year, all gave Rew numerous opportunities to demonstrate 
his width of knowledge, his judgment and, above all, his intense 
affection for all those many interests that are embraced in the 
term “ British Agriculture.”” Many of the proposals put forward 
in connection with food supply and the control of the industry 
during and after the war must have greatly shocked him, but 
he never showed any trace of personal feeling, and those engaged 
in ephemeral Departments whose activities overlapped his own 
were always assured of a welcome from one ready to place at their 
disposal both advice and assistance. Agricultural economists 
are not a numerous body, but, whether originally detached from 
the study of agriculture, history or economics, they will, both 
individually and collectively, deeply regret the passing of one 
who set an exceptionally high standard in their diversified calling. 
J. A. VENN 





CuRRENT Topics 


THE following have been admitted to membership of the Royal 
Economic Society :— 


Ahmed, F. Bartlett, C. A. Bradford, Prof. F. A. 
Akerman, Dr. J. Batson, H. E. Bugge, N. R. 
Allen, R. ' Baxter, Miss B. Burr, G. B. 
Armour, W.N. McS. Baxter, H. F. Campbell, M. 
Armstrong, W. G. Bennett, A. F. Chalahi, A. R. 
Artaud, T. P. Bennetton, J. H. Chopra, S. R. 
Artiss, E. E. Berkeley, R. F. Cockrill, A. L. 
Atkins, W. E. Bhasin, P. C. Conn, Prof. J. E. 
Auld, G. P. Biddulph, G. Cornelius, J. C. 
Balcom, Prof. A.B. Bittermann,H.J. Corp, E. A. 
Barraclough, W. H. __ Bolling, C. L. Crompton, G. 
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Cunnison, J. Kleerekoper, S. Perera, N. M. 
Das, P. B. Klein, Dr. L. Pettinger, R. W. 
Davenport, E. H. Konno, Y. Price, J. G. T. 
de Kinder, J. A.C. Kwong, 8S. W. Pritchard, J. C. 
Dey, S. K. Law, Dr. A. F. Quick, F. 
Doulton, J. M. Leslie, W. Rajan, V. N. 
Eccles, D. McA. Lewis, H. Raju, M. G. 
Eckhard, Miss E. V. Lewis, J. H. Ray, S. C. 
Engineer, J. N. Limebeer, A. J. Ribo, X. 
Evenchick, E. Limperg, Prof. T. Richardson, D. W. 
Farnhill, J. A. Lipszye, J. Rodgerson, G. 
Faulkner, Captain Lloyd, D. M. Rokeling, G. D. 
P. J. Lopex, A. Ryder, F. 
Fenwick, J. O. Lowenthal, Prof. E. Saksena, Prof. G. L. 
Feyler, Mrs. O. Lucas, J. H. Silvey, R. J. E. 
Fields, H. Macbeth, A. Simey, T. 8. 
Finlinson, M. H. Macdougall, J. D. Smellie, K. B. 
Fisher, N. A. Makai, Dr. E. Smit, C. J. 
Fujioka, T. McGeoch, A. Smith, C. T. 
Goodwin, H. Maiti, S. N. Smith, F. J. 
Graham, R. Mesiha, W. Smith, T. H. 
Gregory, L. F. Mombert, Prof.Dr.P. Soni, G. D. 
Hall, N. F. Moulton, P. A. Strike, F. W. 
Hill, L. M. Mustard, J. W. Taylor, S. B. 
Hill, M. Myrdal, Dr. G. Thomas, W. L. 
Hirano, K. Naylor, L. G. A. Thomson, W. 
Hobbs, E. C. Neate, S. R. Todd, G. F., Jnr. 
Hornsby, H.H. V. Newton, H. Toulmin, E. H. 
Houslop, N. L. Nielsen, Prof. Dr. A. Turner, G. W. 
Howrie, R. J. Noel, A. S. Vakil, M. H. 
Hudson, E. Osborn, V. H. Walls, N. H. 
Illingworth, F. H. O’Sullivan, J. Wang, Ko Chieh. 
Jackson, A. 8S. Osundiya, B. Warshow, H. T. 
James, D. J. Page, A. J. Wheatley, A. 
Kapadia, H. F. Parsons, D. J. F. White, F. 
Khan, A. K. Penman, W. B. Woodworth, L. D. 
King, F. N. Pennock, M. Young, W. J. 


The following have compounded for life membership of the 
Society :— 
Cornelius, J. C. Kindersley, Sir Robert, G.B.E. 
Eakins, G. C. Kwong, S. W. 
Illingworth, F. H. Lowenthal, Prof. E. 
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Masure, Prof. T. Syret, H. 
Penman, W. B. Wang, Ko Chieh. 


The following have been admitted to Library Membership :— 


Biblioteca Camera dei Deputati, Rome. 

Bibliotheque de la Commission Centrale de Statistique, 
Brussels. 

Duke University, Nova Scotia. 

General Assembly Library, Wellington, New Zealand. 

Academy of High Commercial and Industrial Studies, 
Bucharest. 

St. Paul’s University, Tokyo. 

Sun Yatsen University Library, China. 

University of Pennsylvania. 

Lafayette College, Pennsylvania. 

University of Virginia. 

Public Library, Coventry. ' 

University of Idaho. 


We record with regret the deaths of the following Fellows of 
the Society :— 


Blagden, W. G. (elected 1890) 
Ellis, Miss M. A. ( , 00) 
Frame, Prof.H.C. ( ,, 1923) 
Morrison, C. ( , 1926) 





Proressor J. F. Ress having been appointed Principal of 
University College, Cardiff, applications are invited for the 
Professorship of Commerce in the University of Birmingham 
which he vacates. The annual stipend is £1,000, and the Pro- 
fessor will be required to take up his duties on October Ist 
next. Twenty copies of applications, accompanied by testi- 
monials, should be forwarded to The Registrar, The University, 
Edgbaston, Birmingham, on or before June 7. Further par- 
ticulars may be obtained from the Secretary to the University. 





AT recent meetings of the University of Birmingham Commerce 
Graduates’ Association expression was given to the feeling that 
some form of memorial to the late Sir William Ashley should be 
established to commemorate his connection with the University 











306 THE ECONOMIC JOURNAL [JUNE 









of Birmingham, his work in Economic History and Economic 
Science, and his efforts as a pioneer in higher commercial education 
in this country. An attempt is, therefore, being made to raise a 
fund which will enable this object to be achieved. The form of 
the proposed memorial has not yet been decided. Contributions 
may be sent to Professor J. G. Smith, The University, Edgbaston, 
Birmingham, who will give further particulars relating to the 
appeal. 


















In connection with Prof. J. H. Jones’ article printed above, it 
may be convenient to give the latest results for the British Coal 
Industry as published by the Mines Department :— 








































1925, 1927. 1928. 

Tons disposable, in millions . ; 214-4 221:8 211-5 
Million £. Million £. Million £. 

Wages . ° ° . : 137-1 117-8 100-2 

Stores and timber 4 : “ 20-2 20-2 17:0 

“Other” costs. : r : 29-6 29-2 27-4 

Total “‘net costs’”’1 : ; 192-3 172-9 150-0 

Proceeds. ; ; ; 183-1 167-5 140-2 

Loss . , . . nA FE 9-28 5-4 9-8 
Miners employed ? ; ‘ ‘ 1,040,000 961,000 881,000 
Output per manshift, cwts.? . F 18-00 20-60 21-29 














1 Including royalties, and after deducting proceeds of miners’ coal. 
2 Mean of quarterly averages. ® Before crediting subvention. 


The latest figures, quarter by quarter, have been as follows :— 











Tonnage Costs per Ton. 
Period Dis- Proceeds | Loss Output 
— Total, | Ton ton. | Maushift 
Milns.). otal, on. on. anshift. 
alates Wages. Net. 
1927 Os Pe. Dy a. d. 8. d. Cwts. 
3rd Quarter . 54-0 10 44; 15 3 14 1 k 20-47 
4th Quarter . 55-4 10 1 14 10 13 10 1 0 20-82 
1928 
Ist Quarter . 56-8 9 8 | 14 2} 13 5 0 94 21-24 
2nd Quarter . 50-7 Be 14 6 13 1 i: 6 20-98 
3rd Quarter . 49-5 9 6 14 4 13 0 1 4 21-13 
4th Quarter . 54:5 9 2 13 9 13 6 0 3 21-80 
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Ir has been decided by the Council that the annual Economic 
History Supplement of the Economic Journal shall be described 
in future as Economic History. With the publication of the 
fourth issue in January last, Economic History, Vol. I is now 
complete. Cases for binding, in a style similar to the Economic 
Journal but in a different shade of colour, have been prepared and 
can be obtained from Messrs.. Macmillan, St. Martin’s Street, 
London, W.C. 2, at a price of 3s. net. ‘ 

We take this opportunity of reminding members that cases for 
binding the Journal are also obtainable from Messrs. Macmillan 
at a price of 3s. Members, wishing to have their Journals bound, 
should send them to their usual binders, with instructions to the 
latter to obtain the cases direct from Messrs. Macmillan. 





MemBERS of the Royal Economic Society who have any back 
numbers of the Journal to dispose of are invited to communicate 
with the Assistant Secretary, Mr. S. J. Buttress, 6 Humberstone 
Road, Cambridge, who will inform them what offer the Society 
is in a position to make. There are certain issues in particular 
which are required in order to complete sets. It would be useful 
to the Assistant Secretary to know from any member who is ready 
to dispose of odd numbers out of his back Journals what issues 
he has available. 

In general a payment of 2s. 6d. per issue will be made for such 
numbers as are required after 1900 and 5s. for issues required 
before that date. For issues Nos. 39 (September 1900), 41 
(March 1901), 42 (June 1901) and 43 (September (1901), a pay- 
ment of 10s. per copy would be made. 














RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Vol. XCII. Part I. The National Income: the Inaugural Address of 
the President. A. W. Fuux. Interpretation of Periodicity in 
Disease-prevalence. H. E. Soper. A Graphical Analysis of the 
Unemployment Position, 1920-28. C.G. CLARK. 


Economica. 


Apri, 1929. Allyn Abbott Young. A Memoir. Labour Problems in 
Two Worlds. Liian M. FRIEDLANDER. The Domestic Servants 
in the 18th Century. D.MarsHaty. The Repeal of the Corn Laws, 
1846. J.A.THomas. Farmers of the Customs in the 17th Century. 
W. P. Harper. Some Probable Consequences of the Advent of a 
Stationary Population in Great Britain. L. RosBrs. 


Quarterly Journal of Economics. 


Frsruary, 1929. Carrier Property consumed in Operation and the 
Regulation of Profits. G. O. May. Self-limiting and Self- 
inflammatory Movements in Exchange Rates: Germany. F. D. 
GraHaM. The Export Debenture Plan for Aid to Agriculture. 
J. S. Davis. Some German Building Guilds. W. T. Ham. 
Sombart’s Hochkapitalismus. W. C. MitrcoHEeLy. Senior’s Social 
Economy. R. OPIE. 


Journal of Political Economy. 


FEBRUARY, 1929. Gold Economics and Stable Prices. L. D. Epis. 
“* Capitalism ” in Recent German Literature. T. Parsons. Ben- 
jamin Franklin as an Agricultural Leader. E.D. Ross. McCulloch 
and Neo-Malthusian Propaganda. N.E. Himes. The Population 
Problem since the World War, III. A. B. Wore. 


American Economic Review. 


Marcu, 1929. Guidance of Production in a Socialist State. F. M. 
Taytor. Ten Years’ Operation of the Webb Law. W. Norz. 
Stock Dividend Question. A. C. WuitaxeR. Early History of 
Preferred Stock in U.S. G. H. Evans. Development of Wage 
Fixation in Australia. G. V. Portus. 

SuprpLeMENT. Papers and Proceedings of the Forty-first Annual 
Meeting of the American Economic Association. Includes papers 
on Price Stabilisation, London and the Trade Cycle, Federal Reserve 
Policy, Market Shifts and Price Movements, Unemployment 
Insurance. 


Review of Economic Statistics (Harvard). 
Frpruary, 1929. The Money Market in 1928. W. R. Burcsss. 
Wholesale Commodity Prices in the U.S., 1843-62. A. H. Coxe. 
The Coffee Industry in 1928. F.E.Ricuter. The Prospects of the 
Oil Industry. J. E. Poaur. Recent Expansion of Bank Credit. 
A. R. ECKLER. 
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Journal of Economic and Business History (Harvard). 


FEBRUARY, 1929. The Early Stroand the Early Manor. K. Asakawa. 
Hat Manufacturing in Rennes, 1776-1789. H. Sex. The Iron 
Industry in Western Pennsylvania up to 1860. L. C. Huntsr. 
Partnerships in the Trade between Spain and America. A. E. 
Sayous. Thiers’ Attempt to restore High Protection in France, 
1871-73. A. L. Dunnam. 


Political Science Quarterly. 

Marcu, 1929. The Economics of Higher Education in Great Britain. 
D. R. Fox. The Origins of the South Sea Company. W. T. 
Morgan. Senior's Social Economics. H. Taytor. A review of 
Senior’s contribution, in relation to the important new volume of 
his writings. 


Annals of the American Academy of Political and Social Science. 


JANUARY, 1929. This volume is a review of the Tariff Problem of the 
United States. Part I re-examines the question generally and 
historically ; Part II deals with the making of the tariff, especially 
in relation to politics, and to “‘ scientific ” standards ;. Part ILI with 
agriculture; Part IV, with foreign investments; Part V with 
international complications; Part VI with the future of the tariff 
in relation to political parties. A well-known model of European 
tariff walls, which was first exhibited at the Geneva Conference of 
1927, is prefixed to this volume; but the scale of height in relation 
to breadth is, of course, arbitrary. 

Marcu, 1929. This volume deals in more than fifty articles with the 
question of Farm Relief, in view of expected legislation in the near 
future in the light of the McNary-Haugen scheme. 


Wheat Studies. 
(Food Research Institute, Stanford, California.) 


FEBRUARY, 1929. The Place of Wheat in the Diet. Wheat now con- 
tributes about one-fourth of the calories of the American diet. 
In most southern European countries it contributes a still larger 
proportion. It now ranks as one of the cheapest of foods. Per 
capita consumption is increasing in the world at large, but not in 
United States, Great Britain, Canada or Australia. To consume 
our wheat as whole wheat bread instead of white bread would make 
no essential contribution to national health or national economy. 


International Labour Review. 


Fresruary, 1929. The New Conciliation and Arbitration Act in 
Australia. O. DE R. FornanpeEr. Business forecasting in the 
United States. Recent Developments by Individual Companies. 
J. H. Ricuarpson. The Employment of Women in Japanese 
Industry. I. F. Ayusawa. Seasonal Unemployment in_ the 
Building Industry in Certain European Countries. L. HERsH. 

Marcu, 1929. General Principles of an International Convention on the 
Conditions and Contracts of Employment of Foreign Workers. 
L. VaRiez. The Organisation of State Industry in Soviet Russia. 
N.S. Timacuerr. Seasonal Unemployment in the Building Industry. 
(conid.). L. Hersu. The Employment of Women in Japanese 
Industry. (conid.). I. F. Ayusawa. 
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Revue d’ Economie Politique. 


NOVEMBER—-DECEMBER, 1928. Réparations et dettes entre alliés. 
J. Lescure. L’immigration ouvriére en France et ses causes. 
W. Ovatip. L’économie nationale et internationale. L. Brocarp. 
La méthode et Vordonnancement de la Science économique chez les 
économistes francais contemporains. G. Prrov. La_ réforme 
monétaire anglaise. G. LEDvC. 

JANUARY-FEBRUARY, 1929. Une politique de la dette publique. E. G. 
D’Estainc. LaC.G.C. C.Gipr. Les équations de Walras et de 
Cassel et la théorie de la productivité marginale. W. L. WaLxxK. 
Les cadres d’une histoire économique de la France dans ses relations 
avec V’histoire générale et la science économique. H.SEx. A propos 
de la crise doctrinale du Socialisme. H.Noyetix. Les Etats-Unis 
vont-ils devenir pays importateur de viande? O. Frsty. 


Journal des Economistes. 


FEBRUARY, 1929. La protection de Vépargne. E. Payen. L’Agri- 
culture et les villes tentaculaires. R.J. Pierre. Les chemins de fer 
francais depuis cinquante ans. G. DE Novuvion. Le commerce 
extérieur de la Tchécoslovaquie. S. Boropaiwsky. 

Marcu, 1929. Le Comité des experts. E. P. La Grand-Bretagne en 
1928. R.J. PIERRE. 


Annales d’ Histoire Economique et Sociale (Paris). 


JANUARY, 1929. This is the first issue of this periodical. Le prix 
du papyrus dans lVantiquité grecque. G. Giotz. L’instruction des 
marchands au moyen dGge. H. PrRENNE. L’activité industrielle de 
V Allemagne depuis la derniére guerre. M. Baumont. Le pro- 
bléme de la population en U.S.S.R. G. M&Quer. 


La révue Marzxiste (Paris). 


FEBRUARY—MarcHu, 1929. The first numbers are published of a new 
journal whose title is self-explanatory. 


Scientia. 


FEesruary, 1929. Industrial Peace; its Present Position and its 
Future Prospects in England. L. L. PRIcE. 
ApRIL, 1929. Le maximum et Voptimum de la population. A. LANDRY. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


86 Band, 2 Heft. Staatsform und Zeitung. W.Karr. The position of 
the Press under constitutional monarchy and parliamentary 
democracy. Liibeck und die Reichsreform. H. ScHUMACHER. 
Staatsaufsicht und Subordination. H. KiIncHoFFER. On the 
relation between self-government and the State. Die Begrundung 
des franzésischen Eisenbahnnetzes. G. LEFRANC. A study of the 
law of 1842. George Unwin. G.Bropnitz. A review of Unwin’s 
collected papers. 


Schmollers Jahrbuch. 


DECEMBER, 1928. Weitere Beiirige zur Produktionslehre. R. ZucKkER- 
KANDL. This probably was intended to form part of a book which 
the author was preparing on present-day economic theory, the 
publication of which was prevented by his death in 1926. 
Although not completed or corrected, it is an interesting and 
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original contribution to production theory. Hin vergessener 
Kameralist: Benjamin Leuber. R. H. Wessety. Wirtschaft 
und Vertrauen. W. Evtasperc. Der Kaufmann in Mittelalter. 
H. Srzvexine. Stammbaum und Artbild der Deutschen und ihrer 
Verwandten. F. Sonmtuine. Franz Karl Achard und die Friih- 
zeit der deutschen Zuckerindustrie. W. STIEDA. 

FEBRUARY, 1929. Seelenform, Gesellschaftslehre und Geschichtswissen- 
schaft. K. Breysic. Probleme der sozialen Lebenslehre. M. 
Rumer. Alfred Amonns theoretische Auffassung. Prof. OPPEn- 
HEIMER writes a critical survey of two recent books by Amonn, 
especially concerned with that dealing with Ricardo. Oppen- 
heimer defends Ricardo against Amonn’s interpretation and 
criticism of the theories of value, rent and wages, asserting that 
Amonn fails to appreciate Ricardo’s use of static conceptions. 
Moreover, the writings of Clark, Schumpeter and others are not 
taken into account. Die Schweiz und Osterreich. F. Kurzu. 
Wesen und Werden des faszistischen Staates. C. ScHMITT. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


DECEMBER, 1928. Die “‘ wertlose’’ Nationalékonomie. Dr. K. Muns 
discusses two books by Fr. v. Gottl-Ottilienfeld in which the latter 
has criticised the theory of value and attempted to reshape it. 
Eine Bemerkung zu Brentano “‘ Entwicklung der Wertlehre.” F. 
Fick. Die Reformbediirftigkeit des Schlichtungswesens. G. ALBRECHT. 

JANUARY, 1929. Die Wirtschaftspolitik Adam Miiillers. J. Baxa. 
Das Geld und die Erscheinungsformen der Werteinheit. A. SomMER. 
A theoretical discussion of various kinds of units of value. Die 
Entwicklung der landwirtschaftlichen Genossenschaften seit der 
Wahrungsstabilisierung. W. Kress. Das Aluminiumzoll Prob- 
lem. J. HUPPERTZ. 

FEBRUARY, 1929. Der Gesetzesbegriff in den Sozialwissenschaften. B. 
JosEPHY. Die “‘schematische Analyse” in der Konjunktur- 
forschung. The article by Dr. Wagenfiihr is based on Oparin’s 
latest book, which deals with Conjuncture and Markets. 1+ seeks 
to establish criteria for the use of mathematical and statistical 
methods. Hine Frage der Kreditorganisation. I. KORNFELD. 
“* Wirtschaftsdemokratie.” G. ALBRECHT. Die Brotpreise und 
Kosten des Lebensbedarfs in Berlin im Jahre, 1928. H. Guranze. 
Arbeitsverhilinisse der Journalisten. H. Frutincer. Die Hisen- 
bahnen von Afrika. WERNEKKE. 

Marcu, 1929. Die Lésung der Wert- und Preisfrage cus der Ganzheits- 
lehre. O. Spann. After criticising value and price doctrines from 
Smith onwards, and dismissing Cassel’s theory as a primitive 
tautology, Spann gives a closely reasoned theory of his own. The 
basis of this is derived from the “ totality’ doctrine. Ange- 
wandte Theorie der Schlichtung. W. WeEpDIGEN. Die wirt- 
schaftliche Gesetzgebung des Deutschen Reiches. J. MitueR. Der 
Arbeitskampf in der Groszeisenindustrie Nordwestdeutschlands 1928. 
G. ALBRECHT. Saisonschwankungen und Arbeitszeit im Bauge- 
werbe. H. Lecutapr. Ergebnisse aus den Jahresberichten der 
Gewerbeaufsichtsbeamten fiir das Jahr 1927. I. Frick. 

Aprit, 1929. Die Ueberwalzung der Monopolwirkungen im wirtschaft- 

lichen Konzentrationsprozess. J. DOBRETSBERGER. Line Wieder- 

belebung der Arbeitstheorie. J. NEUBAUER. Comments on Con- 
rads’ ‘‘ Breakdown of the Marginal Utility Theory.” Das Ganze 
der Statistik und die beherrschende Idee. K. SEUTEMANN. 
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Archiv fiir Sozialwissenschaft und Sozialpolitik. 


FEBRUARY, 1929. EHntwicklungstendenzen der Landwirtschaft der 
Vereinigten Staaten nach dem Krieg. J.D. Buacx. A description 
and analysis of the position of agriculture in the United States, 
which contains many interesting statistical comparisons. Lebens 
mittelpreise, Beschaftigungsgrad und Kriminalitét. W. Woy- 
TINSKY. An interesting and suggestive article. Gedanken zur 
venetianischen Geschichte. D. M. Jarre. Die Geschichtsphilo- 
sophie Lassalles. H. Spxir. Arbeitermemoiren als sozialwissen 
schaftliche Erkenntnisquelle. A. Koon. 


Weltwirtschaftliches Archiv. 


Aprit, 1929. Die Kritik der Handelsbilanztheorie bei Gidu-Rinaldo 
Carli (1769). Erste Ubergdnge von der Handelsbilanz zur Zahlungs- 
bilanz. R. Micwets. Krise und Aussenhandel. F. STERNBERG. 
Auslandanleithen und Zahlungsbilanz. F. von Hantev. Die 
Wanderungen der amerikanisch-Kanadischen Papier-industrie. A. 
Prepouu. Der Charakter der Arbeiterbewegung in den Vereinigten 
Staaten, Deutschland, und England. A. L. Lurrr. 


Revista Nacional de Economia. 


NoVEMBER-—DECEMBER, 1928. El cambio, el comercio exterior y la 
balanza de pagos. G.BrrnAczr. Insupport of the gold standard, 
with criticism of some arguments for State intervention to main- 
tain the exchange. Oscilaciones en el cambio de la peseta. A. F. 
BaNos. Statistics and charts show the depreciation of and 
fluctuations in the peseta over twenty years; causes and remedies 
are discussed. El equilibrio del ahorro. U. Ricct. A mathe- 
matical and diagrammatic treatment of the theory of interest. 
Ensayos sobre la organizacién y desarrollo de la riqueza. A. DE 
MievEt. A short study of general industrial organisation, with 
some statistics of the national wealth of Spain and the values of 
the important industries. 

JANUARY-FEBRUARY, 1929. La técnica del ritorno al patron oro. G. 
BrrnAcer. The writer is concerned to show that it would be 
more prudent for Spain to return to the gold standard by adopting 
a new parity between the present depreciated peseta and gold, 
than by attempting to restore the pre-war parity. In this first 
article he deals with the factors affecting the supply of and demand 
for money, and produces a formula fixing the value of money 
which, he holds, is less vague than the ordinary quantity theory 
of money. La politica monetaria espaiola. C. Manos. A study 
of monetary history in Spain 1868-1928, which leads the author 
to the conclusion that Government intervention has led to infla- 
tion, among other evils, and that in future the currency should 
be definitely related to gold. Hnsayos sobre la organizacién y 
desarrollo de la riqueza. A. DE MiauzL. In this general study 
of Spanish national economy figures are given showing the place 
of Spain among the other agricultural countries of Europe, and 
the output of the principal agricultural products since 1891. The 
influence of schemes for irrigation and agricultural credit is con- 
sidered, and the possibility of a closer association between agri- 
cultural and industrial activities discussed. Statistics show that 
roar | also is expanding and the case for protection is put 
orward. 
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Ekonomisk Tidskrift (Uppsala). 

1928, Nos. 8-9. Money Policy. D. Davipson. In several previous 
articles the author has on the groundwork of classical economic 
theory developed a theory of “‘ objective ’’ money value which is 
not to be confounded with purchasing power of money. Starting 
from this theoretical distinction he now gives some further 
explanatory notes as to money policy, rates of exchange, and 
business cycles. Increase of Value and Betterment Taxes. C. 
ROTHLIEB. 


Nos. 10-12. The World Crisis of Sugar Prices and its Economic Causes. 
D. Davipson. Dying Nations. D. Davipson. The New 
Malthusian movement of birth-control has in Sweden begun later 
but proceeded faster and further than, for instance, in France. 
Incidentally the author points out that Malthus realised the danger 
of depopulation in case of birth-control becoming prevalent, but 
did not stress what was without practical importance at his time. 
Poiitical Economy as Art and Science. D. Davipson. Reviewing 
a new book in Swedish by Prof. Cassel (Socialism or Progress), 
the author discusses the old theme indicated in the title. The 
first duty of social economy is to discover the objectively highest 
imperatives which are to govern public policy. The German 
Works Council. C. A. J. Gapotin. Some commentary notes to 
€. W. Guillebaud’s The Works Council. In this number also are 
printed the following papers read to the Economic Society, 
Stockholm, followed by discussion. Revision of Business Firms. 
O. Surin. Reform of Legislation concerning Industry and Trade. 
S. E. OsTERBERG. : 


Kyoto University Economic Review. 


DECEMBER, 1928. Specific Progressions in the Inheritance Tax. M. 
KamBeE. It is suggested that such progressions may be valid on 
other grounds than proximity of relationship, and a number of 
interesting cases are quoted. The Real Character of Insurance, 
and the Science of Insurance. 8. Kozma. The chief part of this 
article deals with a distinction between economics and the science 
of management; insurance business is a branch of the science of 
management. A Short History of Social Problems in Japan before 
the Restoration. E. Honso. The Tenant System of Formosa. S. 
Kawapa. Both of these papers, though relating to specially 
Japanese conditions, are of much general interest. 


Giornale Degli Economist. 

JANUARY, 1928. L’ “Homo Oecconomicus” e l’esperienza fascista. 
M. ALBERTI. The success in recent years of fascist legislation and 
administration in the economic sphere affords a proof that econo- 
mists need to give greater weight to the influence of ideas upon the 
masses, to the importance of the herd instinct. Fascism has 
developed a morale and a will amongst the Italian people, the 
economic repercussions of which are clear to all who know Italy. 
In the face of so important a causal connection between economic 
development and political ideas and machinery, it is idle for 
economists to assume any longer the existence of a homo econo- 
micus who will, under all conditions, give a similar reaction to a 
given economic stimulus. Sull’ influenza dell’ imposta sulla 
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domanda e sull’ offerta. R. Fustnt. While the introduction of a 
general income tax cannot affect the price level as a whole and 
cannot be regarded as entering into cost of production, it will affect 
both the supply of and demand for important categories of goods. 
The substitution of the demand of the State for the demands of 
the individuals from whom part of this income is taken in this way 
will modify the nature and amount of their consumption; while 
the existence of the tax will also affect the supply of waiting and 
effort and thus alter the types and quantities of goods produced. 
Thus a general income tax may affect the prices of particular 
commodities or factors of production. If the tax is highly 
progressive, such repercussions will be more strongly marked. 
“‘ The progressive tax may be considered, for many purposes, as 
a special case of a partial tax.”’ Il crescente disavanzo della bilanza 
commerciale italiana e le sue cause. G.M. The excess of imports 
over exports, which was 4,089 million lire for the first ten months 
of 1927, increased to 6,254 million lire for the corresponding 
period of 1928. This was due chiefly to the exceptional growth of 
imports, especially of food-stuffs due to the bad harvest. The 
failure of exports to expand correspondingly was owing partly to 
a decrease in agricultural exports as a result of the bad harvest 
and larger consumption at home, and partly to a fall in price 
of certain important industrial exports. In the current year 
also the balance of trade may be expected to be abnormally 
unfavourable. 

Frsruary, 1928. Ripartizione del prodotto totale e offerta a costi 
congiunti. A. Crosara. In the first part of this article the 
teaching of leading economists on the theory of distribution—in 
particular, of Jevons, Marshall and Pareto—is criticised, while 
Edgeworth’s views are praised. The second part discusses certain 
aspects of the problem of joint costs. Le equazioni differenziali 
della dinamica economica. Pror. AMoRoSO, basing himself partly 
on the work of the American mathematicians G. C. Evans and 
C. F. Roos, constructs a number of differential equations to 
represent the relations between demand and supply and price 
through time. Le idee di un ignoto mercantilisia premontese 
del secolo decimottavo. R.p1Tucct. Progressi e tendenze moderne 
della contabilita agraria. D. PErint. 

Marcu, 1929. Disamina di alcuni criteri direttivt per la storia delle 
dottrine economiche. KR. Micuets. A number of possible methods 
or criteria for a study of the history of economic theory are 
examined and discussed. Sull’ attendibilita di alcune statistiche 
economiche medievale. G. Luzzato. It has been customary to 
deny almost all credence to the statistics contained in the writings 
of certain contemporary historians of Venice in the fourteenth and 
fifteenth centuries—notably Villani and the Doge Mocenigo. But 
recent researches have shown that this scepticism is exaggerated 
and has gone a long way to re-establish the statistical reputations 
of the historians referred to. La moneta nella teoria dell’ equilibrio 
economico. G. DEL VrEccHIO. The point of departure for the 
solution of the problem of the theory of money is to be found in 
Knut Wicksell’s doctrine of the influence of the rate of discount 
upon the price level. Great importance is attached to the relation 
between the rate of discount and the rate of interest. Sul concetto 
di velocita di circolazione della moneta. L. Amoroso. A criticism 
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of a formula for measuring the velocity of circulation put forward 
in a recent work by J. Rueff. It is pointed out that the formula 
in question does not represent the weighted average of the sum 
of individual transactions carried out during a period of time, but 
“the coefficient or instantaneous rate of increase of the circula- 
tion.” This latter may be either positive or negative, while the 


former (the classical V = >) must always be positive. 


La Riforma Sociale. 


JANUARY-FEBRUARY, 1929. Ancora le sperequazioni e le evasioni nell’ 
imposta di richezza mobile. In the first of three articles dealing 
with the perennial problem of the inequality of burden and evasion 
of the Italian income tax, Pror. Ernavup1 proposes an alteration 
in the basis of assessment, such that the tax should be levied on an 
estimated average income fixed in advance for a period of four 
years and unalterable within that period. Sianor A. DENI 
suggests a number of reforms both in the law governing the income 
tax and in the administrative machinery for assessment. Pror. 
S. Socca quotes figures which give presumptive evidence of the 
extent of evasion. In 1928 the average income assessed for income 
tax of those engaged in commerce and industry was 5,862 lire 
(£63); of professional classes 5,652 lire; of State employees 
(whose incomes are taxed at the source) 10,761 lire. The present 
yield of the tax is 34 milliard lire (£38,000,000). He criticises 
the contention of Prof. Einaudi in the July-August number of the 
Giornale that the professional classes are taxed at present at too 
high a rate in comparison with State employees. IJnsegnamento 
professionale agricolo. P. BANDI. 


De Economist (Haarlem). 


JANUARY, 1929. De werking van Béhms “ Drei Griinde ”’ in individueele 
en in collectivistisch georganiseerde huishoudingen. G. MoRREAU. 
An elaborate discussion of B6hm-Bawerk’s theory of interest with 
special reference to Emil Sax’s criticism, as contained in Der 
Kapitalzins (1916). In spite of the superficialities and the other 
defects inherent in Sax, he is in the main right. Interest is a 
phenomenon which emerges from exchange, and there can be no 
interest in a “‘ Robinson Crusoe’ economy. The writer takes Béhm- 
Bawerk’s three “‘ Griinde ” (the greater satisfaction of needs in the 
future,; the systematic under-estimation of needs in the future ; 
the advantages of indirect and roundabout production) and 
considers, as applied to “ Robinson,” how far they can be said 
to give rise to interest. Chief space is devoted to the third, and 
to the question whether the increased production so arising is to 
be regarded as an income attributable to labour or is of the nature 
of Interest. The article concludes with a discussion of Interest 
in the Socialist State. Industrieele trusts en kartels. Productie- 
deviatie. J.WISSELINK. In most discussions of the “ correctives ” 
of trusts, emphasis is laid on potential competition. The question 
of correctives is now of less importance because, in the words of 
Frijda, ‘‘ the semi-monopolistic large undertaking has a tendency 
to become more or less socialised, i.e. to become an institution 
which fulfils a social task, and which, in the fulfilment of this task 
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is more and more moved by social considerations.”” With regard 
to the corrective of new competition, it is usually assumed that 
this will require a considerable time to be effective; it is over- 
looked that new goods of the monopolised class may be placed 
in the market not merely by new firms, but as a result of ‘‘ devia- 
tion of production” by existing firms. A detailed discussion 
follows as to the two types of cases. 


FEBRUARY, 1929. De werklooshied onder de arbeiders in land- en 
tuinbouwbedrijven. J. J. VAN RiemspisK. A discussion of 
unemployment in agriculture in the various provinces of Holland 
in 1914 and to-day; the causes making for and against an increase 
in the volume of unemployment are discussed. Nederlands 
aandeel in den handel van Indie. G.M. Verrign Stuart. Dutch 
trade with Dutch India is less favourable than before the war. 
Exports to Holland have fallen from 28-1 per cent. of the whole 
in 1913 to 16-7 per cent. in 1926. Europe’s share has declined ; 
America’s has increased. Of European countries Great Britain 
alone shows a significant increase, from 3-9 per cent. to 10-1 per 
cent. The causes of the change are discussed : (i) primarily the 
change is due to the tendency of trade to follow the shortest route ; 
also (ii) in part it is due to changes in the character of the exports 
(rubber, e.g., tends to be exported direct to the country of con- 
sumption). Het index-cijfer van de“ Economist.”” G.A.P. WEYER. 
A note on the changed method of calculating the Hconomist’s 
index-numbers. 


Marca, 1929. Het suikervraagstuk in Nederland. J. J. VAN RIEMs- 
piJK. A full review of the recent controversy in Holland with 
regard to the sugar-beet industry, which has resulted in the intro- 
duction (in the Second Chamber) of a measure providing for a 
subsidy. The writer’s view is that it has been assumed too 
readily, and without adequate examination of the figures, that the 
industry cannot be profitably carried on. The reason suggested 
for the depressed state of the industry in the south-west is that 
agriculture is there disproportionately directed in that direction, 
and that, if assistance is required, it should take the form of 
propaganda in support of more rational management of the 
industry. Various “indirect ’”’ methods of assistance are discussed. 
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